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Mr.  Marye  :  If  the  Commission  please,  before  proceed- 
ing with  the  testimony  further,  we  would  be  pleased  to  know 
if  the  Chamber  of  Commerce  for  the  City  of  Pittsburgh  is 
represented  here. 

Mr.  Marbury  :    Yes,  sir. 

Mr.  Marye:    You  continue  to  represent  them? 

Mr.  Marbury  :    Yes,  sir. 


H.  P.  Gillette,  recalled. 
By  Mr.  Marye:— 

Q.  When  you  were  on  the  stand  at  the  last  hearing  in 
this  case,  and  in  connection  with  your  comments  on  the  values 
as  taken  from  the  books  of  these  Companies  in  Pennsylvania, 
as  presented  by  the  General  Auditor,  and  in  your  demonstra- 
tion of  what,  in  your  opinion,  would  have  to  be  done  in  order 
to  make  the  books  more  nearly  reflect  your  judgment  as  to 
what  was  the  probable  original  cost  of  these  properties,  you 
mentioned  various  items,  an  estimate  of  the  value  of  which 
you  gave,  that  were  in  fact  charged  by  the  Company  to  ex- 
penses, when  they  should,  in  your  opinion,  more  properly 
have  been  charged  to  capital.  Now  what  effect,  if  any,  had 
the  practice  of  the  Company  in  the  past  in  charging  such  ex- 
penditures to  expenses,  instead  of  doing  what  you  thought 
was  more  proper — charging  them  to  capital — on  the  results 
you  obtained  in  your  estimate  of  the  developmental  value  of 
these  properties  by  the  historical  method? 

A.  Any  charges  made  to  the  expenses  that  should  have 
gone  to  capital  account  would,  of  course,  decrease  the  capi- 
tal account  and  increase  the  development  cost;  but  the  sum 
of  the  capital  account  as  shown  on  the  books  and  the  develop- 
ment cost  would  remain  unchanged  by  any  such  charges.  In 
other  words,  take  this  Exhibit  OO ;  the  figure  given  in  the 
twelfth  column,  at  the  bottom  of  the  page,  $65,545,000, 
which  is  the  sum  of  the  physical  property  and  the  develop- 
ment cost,  is  unaltered  by  these  charges,  whether  they  are 
made  incorrectly  or  correctly  to  one  account  or  the  other. 

Q.  In  other  words,  it  made  no  difference  in  the  results 
that  you  obtained,  or  would  have  obtained,  in  your  historical 
studv?  . 
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A.  Not  in  that  total ;  in  that  it  .would  make  no  differ- 
ence. 

Q.  You  would  have  arrived  at  the  same  total,  irrespective 
of  how  they  treated  those  expenditures? 

A.  Yes,  sir. 

O.  In  that  connection  I  think  you  stated  that  that  was 
a  very  common  practice  among  conservative  companies,  to 
load,  as  you  expressed  it,  such  charges  to  expense,  rather 
than  to  charge  them  to  capital  ? 

A.  It  is  quite  common,  yes,  sir. 

O.  In.  connection  with  your  analysis  of  the  appraisal 
presented  by  Mr.  Hayward  during  his  testimony  in  this  case, 
you  stated  that  you  found  that,  throughout  his  unit  cost,  he 
had  distributed,  in  terms  of  a  percentage,  certain  expendi- 
tures of  the  Company  as  overhead,  such  as  general  expense, 
engineering,  and  some  similar  expenses,  and  that  you  ordi- 
narily made  such  allowance  by  applying  it  to  the  total  value 
of  the  plant,  after  having  ascertained  the  value  of  the  mate- 
rial and  the  direct  labor  charges? 

A.  Yes,  sir. 

O.  Did  or  not  Mr.  Hayward,  in  effect,  simply  dis- 
tribute actual  expenses  of  the  engineering  department,  or 
such  proportion  of  the  actual  expenses  of  the  engineering 
department  and  of  the  executive  officers  as  was  properly  at- 
tributable to  the  construction  accounts,  by  a  method  of  per- 
centage throughout  the  unit  cost? 

A.  Yes,  sir ;  he  distributed  actual  expenses. 

O.  If  he  had  not  applied  any  proportion  of  'such  over- 
head expenditures  to  any  item  of  the  plant,  such  as  land  and 
right-of-way,  he  would  have  had  to  increase  the  proportion 
of  such  expenditures  that  he  did  apply  to  the  other  items  of 
the  plant,  and  the  total  result  would  have  been  exactly  the 
same  as  he  arrived  at  by  his  first  method  ? 
A.  Precisely. 

Q.  In  other  w-ords,  he  was  not  using  arbitrary  percent- 
ages for  such  overhead,  but  was  using  the  actual  expenditures 
of  the  Company? 

A.   He  was  using  the  actual  expenditures  and  ]:)ro-rating 
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them,  after  the  practice  that  this  Company  has  followed  for 
some  years. 

Q.  And  if,  for  any  purpose,  it  were  thought  desirable 
not  to  charge  any  of  such  overhead  expenditures  to  land,  or 
to  any  other  part  of  the  plant,  you  could  take  it  off  and  sim- 
ply increase  the  percentages  on  the  other  items? 

A.  That  is  the  effect  it  would  have. 

O.  In  connection  with  your  discussion  of  going  value, 
or  what  you  1  think  termed  developmental  value,  or  what  is 
sometimes  called  cost  of  estabnshing-  the  business,  you  said 
that  a  portion  of  it,  if  not  .the  who'e.  could  1)e  termed  the 
sequel  to  interest  during  construction  ? 

A.  The  whole  of  it  is  the  secjuel  to  interest  during  con- 
struction, in  my  judgment. 

O.  Will  you  kindly  explain,  a  little  more  fully,  exactly 
what  your  idea  in  that  connection  is? 

A.  During  the  period  of  construction,  before  operation 
has  begun,  it  is  the  practice,  as  I  stated,  of  practically  all 
utility  companies,  particularly  railways  and  street  railways, 
to  charge  interest  during  construction.  After  the  property 
is  turned  over  to  the  operating  department,  they  cease  to 
have  any  such  charge,  except  for  extensions  of  plant;  but 
there  does-  not  cease  to  be  a  deficit  in  fair  return,  as  a  rule, 
because  insufficient  business  exists  to  pay  all  the  fixed  charges, 
and  the  consequence  is  that,  after  operation  has  begun  and 
for  a  long  time  afterwards,  as  a  rule,  there  is  a  deficit  in  fair 
return,  which  is  nothing  more  nor  less  than  the  sequel  to  the 
interest  during  construction.  It  is  not  the  full  interest  during 
construction,  because  there  are  net  earnings  to  be  deducted 
from  this  interest  during  construction,  and,  therefore,  it 
would  diminish  the  deficit. 

O.  In  that  connection,  why  did  you  compound  the  lack 
of  fair  return  and  deficit? 

A.  If  you  did  not  compound  the  interest — let  us  assume 
a  fair  return  of  eight  per  cent. — the  eff'ect  would  be  that  you 
would  not  get  eight  per  cent.,  and  if  you  carried  the  calcula- 
tion over  a  period  of  years,  you  might  easily  reduce  that  per 
cent.,  as  I  did  in  one  example  to  satisfy  myself,  to  less  than 
four  per  cent.     That   is.   the  eight  per  cent,   simple   interest 
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carried  for  a  long  period  of  years,  for  a  number  of  years, 
would  so  cut  down  your  returns  that  you  would  get  really  not 
four  per  cent,  paid  annually.  In  other  words,  the  ordinary 
rate  of  interest  is  based  upon  the  conception  of  at  least  an- 
nual payments,  or  semi-annual  payments ;  and  any  other  con- 
ception of  payments — say  at  the  end  of  ten  years — would  re- 
sult in  nullifying-  the  statement  that  eight  per  cent,  is  a  fair 
return,  because  the  words  "fair  return"  imply,  in  that  con- 
nection, a  return  at  specified  intervals  of,  say,  six  months  or 
a  year ;  not  farther  apart  than  a  year.  I  have  calculated  on 
a  basis  of  annual  payments  of  eight  per  cent.,  which  come  at 
the  end  of  the  year. 

0.  Then  you  have  compounded  annually? 

A.  Annually,  yes,  sir. 

O.  In  the  stenographic  notes,  in  answer  to  a  question.  I 
think  from  me,  you  stated  that  you  compounded  quarterly? 

A.  I  misunderstood  the  question  if  I  so  answered,  for  it 
is  shown  clearly  on  the  table  that  it  is  annually. 

O.  In  the  Act  of  the  Legislature  of  the  State  of  Penn- 
sylvania of  1874,  witl"!  reference  to  gas  and  water  com]3anies, 
to  which  you  referrerl  in  your  prior  testimony,  what  is  your 
interpretation  of  the  efl:'ect  of  the  provision  in  that  Act  call- 
ing for  a  ten  per  cent,  return  to  the  owners  of  such  plants? 

A.  ]\Iy  interpretation  was  that  the  ten  per  cent,  was  to 
be  the  interest  earned  on  the  investment  by  the  owners,  and 
that  that  interest  naturally  would  correspond  with  the  ordi- 
nary interest  rates — at  least  a  payment  of  ten  per  cent,  once 
a  year,  or  oftener ;  that  it  did  not  mean  ten  per  cent,  per 
annum  at  the  end  of  twenty  years,  wliich  would  result  in  per- 
haps less  than  three  or  four  per  cent,  per  annum  com- 
pounded. 

O.  Then  if  in  anv  vear  thev  failed  to  get  ten  per  cent., 
and  you  were  subsequently  investigating  that,  you  would  com- 
pound that  lack  of  payment  at  that  time? 

A.  Unquestionably,  yes. 

O.  Or  anything  that  they  did  declare  as  a  dividend,  that 
fell  short  of  the  ten  per  cent,  during  that  year,  to  which  they 
were  entitled? 

A.   Yes.  sir. 
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By  Commissioner  Pennypacker: — 

O.  How  do  you  get  that  result  of  four  per  cent,  per 
annum  ?  You  calculate  that  the  ten  per  cent,  that  you  have 
described  ought  to  be  paid  at  the  end  of  the  year  and  then  in- 
vested?    How  is  it  that  you  reduce  it  to  four  per  cent.? 

A.  I  say — I  perhaps  was  not  clear  on  that — that,  if  the 
ten  per  cent,  were  paid  as  a  straight  interest  rate  at  the  end 
of  say  twenty  years,  the  effect  would  be  no  more  than  getting 
four  per  cent,  or  five  per  cent. — I  say  this  off  hand — four  or 
five  per  cent,  per  annum,  which  you  could  reinvest,  and  there- 
fore compound. 

O-  If  you  put  your  four  per  cent,  at  interest  and  get 
vour  interest  paid,  or  if  you  invest  it  and  get  the  returns 
from  your  investment,  it  would  amount,  in  course  of  time,  to 
the  ten  per  cent,  that  you  get  if  you  are  only  paid  ten  per 
cent.  ? 

A.  Yes,  at  the  end  of  that  {)eriod  of  time.  In  other 
words,  a  seemingly  high  rate  of  interest,  such  as  ten  per  cent., 
paid  at  the  end  of  twenty  years  would  be  a  very  low  rate  of 
interest,  compared  with  the  ordinary  methods  of  paying  in- 
terest, which  is  periodically,  say  every  six  months  or  annually. 

O.  But  your  calculation  is  based  on  the  assumption  that 
your  four  per  cent,  is  compounding,  or  bearing  interest,  or 
working,  or  doing  something? 

A.  Precisely,  yes,  sir. 

O.  If  you  put  it  in  a  trust  company  you  would  not  get 
that  much,  would  you? 

A.  You  would  get  your  interest  and  you  would  reinvest 
it,  yes,  sir,  and  therefore  compound  it. 

O.  You  might  get  two  per  cent,  or  three? 

A.  In  a  trust  company? 

O.  Yes.     It  depends  altogether  on  what  you  do  with  it. 

A.  You  would  not  get  as  low  as  two  per  cent..  I  hope. 

Q.  I  do  not  know  what  you  would  get. 

]\Ir.  Trinkle:  Governor  Pennypacker  means  on  a  de- 
posit account. 

The  ^^''ITNESs :    Yes,  on  a  deposit  account  you  might. 
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By  Commissioner  Johnson: — 

Q.  I  thought  you  were  assuming  you  put  it  into  Bell 
Telephone  Company? 

A.  Well,  I  should  hope  you  would  get  more  than  that 
there. 

By  Commissioner  Pennypacker: — 

Q.  In  order  to  get  that  result  your  interest  would  have 
to  go  on  accumulating  somewhere,  somehow,  would  it  not? 

A.  Yes,  sir. 

By  ]^Ir.  ^Iary'e  : — 

O.  That  is  what  leads  you  to  think  that  they  meant  ten 
per  cent,  per  annum  ? 

A.  I  think  there  is  no  question  about,  that,  in  my  judg- 
ment ;  ten  per  cent,  per  annum,  paid  annually. 

Q.  And  your  method  of  working  out  the  going  value 
by  the  historical  method  is  exactly  the  Wisconsin  method? 

A.  Precisely.  They  compounded  it.  In  fact,  I  have 
never  seen  anybody  make  a  calculation  for  a  commission 
without  compoimding  it. 

O.  That  is  also  true  of  the  method  of  estimating  the  go- 
ing value  under  the  replacement  theory  .•' 

A.  Yes,  sir,  the  same  method  is  used.  It  simply  corre- 
sponds with  what  is  every  day  practice.  You  get  your  inter- 
est, sav  quarterly  or  semi-annually,  and  you  reinvest  it  and 
in  that  way  you  compound  it. 

O.  Unless  you  do  get  it  that  way,  you  have  been  de- 
prived of  your  fair  return? 

A.  You  have. 

O.  You  have  to  carry  a  deficit.  You  also  stated  that,  in 
your  opinion,  it  would  not  be  fair  to  take — even  if  it  could  be 
ascertained — the  original  cost  of  a  public  utility,  made  before 
regulation,  as  a  base  for  the  subsequent  regulation  of  rates 
by  a  commission  or  other  regulatory  body? 

A.  I  doubt  whether  that  would  be  ordinarily  a  fair 
method. 

O.  Will  you  please  give  us  your  reasons  for  that  opinion? 

A.  There  are  a  great  many  reasons.     I  think  the  courts, 
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as  a  matter  of  fact,  have  laid  down  the  law  pretty  clearly  in 
that  respect.  For  example,  the  ^Minnesota  Rate  Case  de- 
cision states  clearly  that  present  land  values  should  be  taken, 
not  the  values  at  the  time  the  road  was  built,  and  that  prin- 
ciple has  been  reaffirmed,  again  and  again,  as  to  land  values. 
As  to  values  of  plant,  I  think  the  Consolidated  Gas  Company 
Case,  which  was  carried  to  the  Supreme  Court,  affirms  again 
the  proposition  that  not  the  original  cost  is  the  basis  for  rate 
making. 

O.  But  what? 

A.  But  the  present  value  of  the  property. 

O.  The  value  at  the  time  of  the  inquiry? 

A.  The  value  at  the  time  of  the  inquiry ;  but  there  is  no 
doubt,  in  my  mind,  that  it  is  desirable  for  the  Commission 
to  have  before  it  what  the  property  did  originally  cost,  as 
laid  down  by  Justice  Harlan  in  the  Smyth  z'S.  Ames  case, — 
that  they  should  have  it  before  them  as  an  element  for  their 
judgment  to  use. 

O.  In  order  to  ascertain  what  is  the  value? 

A.  Yes,  sir,  in  order  to  ascertain  what  is  the  value  of 
the  property. 

O.  But  the  objective  is.  in  your  opinion,  to  find  the  value 
of  the  property  as  of  the  time  of  the  inquiry? 

A.  I  think  so,  without  doubt. 

By  Commissioner  Johnson: — 

Q.  In  your  appraisal  would  you  consider  the  increment 
in  the  value  of  the  land  over  the  period  during  which  the 
land  had  been  held,  as  a  part  of  the  profits  of  the  business, 
and  would  you  credit  such  profits  to  net  income? 

A.  I  never  have  so  treated  it.  That  has  been  suggested 
as  a  way  of  considering  land  increments.  It  seems  to  me 
that  a  public  utility  company  is  entitled  to  that,  what  you 
might  call  side  profit,  the  same  as  a  manufacturing  concern, 
which  does  not  regard  the  increment  in  land  values  as  part 
of  its  profit  ordinarily.  If  it  is  able  to  make,  along  with  the 
rest  of  the  community,  an  increment  in  land  values,  it  is  thai 
much  better  oft,  and  it  is  noteworthy  that,  wherever  a  public 
utility  company  has  had  an  increment  in  land  values,  the  rest 
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of  the  community  has  had  an  enormously  greater  increment 
— that  is,  in  the  total.  To  illustrate,  in  the  City  of  Seattle  I 
found  that  the  electric  light  and  railway  properties  there  had 
had  an  increment  of  three  million  dollars  in  land  values  in 
twenty  years.  The  community  increment  in  land  value  was 
over  two  hundred  million  dollars  in  the  same  period  of  time ; 
and  even  that  is  on  the  assessed  value.  It  was  really  more, 
actually,  than  that. 

O.  If  the  valuation  were  being  made  for  taxation,  it 
would  clearly  be  proper  to  consider  the  present  value  of  the 
land  as  the  taxable  value ;  but,  when  the  valuation  is  being 
made  for  the  purposes  of  determining  equitable  charges,  or 
rates,  should  the  public  be  asked  to  pay  rates  upon  what  has 
reallv  been  profit  to  the  company  in  the  form  of  increased 
value  of  land? 

A.  I  am  inclined  to  think  that  for  the  future  they  should 
not.  I  believe  you  are  starting  now  with  a  clean  slate,  and 
that,  for  the  future,  rights-of-way  should  not  be  entitled  to 
an  increment  in  value,  particularly  where  they  are  secured 
under  condemnation  proceedings  or  under  eminent  domain 
proceedings. 

By  Mr.  Trinkle: — 

Q.  That  follows,  does  it  not,  from  an  application  of 
your  agency  theory? 

A.  It  does.  I  think  for  the  future  that  right-of-way 
values  should  not  be  increased,  or,  if  they  are,  they  should 
be  considered,  as  Air.  Johnson  says,  as  profits;  but  I  do  not 
think  that  the  thing  should  be  made  retroactive  as  to  the  past. 

By  Commissioner  Johnson: — 

Q.  But  we  always  act  in  the  present  in  fixing  rates.  We 
cannot  fix  rates  to-day  with  reference  to  something  in  the 
future.  The  question  that  is  before  anybody  in  fixing  a  rate 
is  the  present  value  that  should  be  taken  for  the  basis  of  the 
charges,  and  the  question  would  always  be :  what  value  shall 
we  take,  the  value  that  has  come  to  the  present  from  the 
past? 
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A.  I  think  it  should  be  where  we  are  passing  from  the 
competitive  theory  into  the  agency  theory.  It  seems  to  me  that 
you  should  consider  that  the  past  has  been  under  the  competi- 
tive theory,  which  it  has  almost  entirely ;  and  then  for  the 
future,  for  any  future  purchases  of  land,  or  for  any  increment 
in  the  present  rights-of-way  value,  I  should  adopt  the  agency 
theory  completely. 

O.  Then  you  mean,  as  far  as  Pennsylvania  is  concerned, 
that  from  the  26th  of  last  July  we  should  adopt  your  theory  ? 

A.  From  some  particular  date,  the  26th  of  July,  if  you 
please,  yes.  There  is  one  difficulty  that  I  may  suggest:  that 
wall  hold  very  nicely  of  rights  of  way ;  but  how  are  you  going 
to  treat  real  estate  that  is  not  rights  of  way,  such,  for  example, 
as  city  lots?  If  you  did  not  permit  the  public  utility  com- 
pany to  secure  the  increment  in  the  land  value  of  those  lots, 
let  us  say,  I  can  see  nothing  to  prevent  any  public  utility  com- 
pany from  leasing  those  lots  and  paying  an  increased  rental 
every  year,  which  wall  give  to  somebody  the  increment  in  that 
land  value.  As  for  rights  of  way,  I  can  see  a  different  propo- 
sition, but  for  real  estate  I  do  not  see  how  you  could  prevent  a 
company  from  securing  the  increments  in  land  values,  along 
with  the  rest  of  the  community. 

By  ]\Ir.  Trixkle: — 

O.  You,  of  course,  know  that  one  of  the  Interstate  Com- 
merce Commissioners,  at  least,  entirely  agrees  with  you  in  re- 
gard to  the  unearned  increment  of  land  in  the  future? 

A.  Mr.  Prouty. 

O.  And  Mr.  Lane? 

A.  And  INIr.  Lane,  yes ;  that  is  true. 

AIr.  Swayze  :  They  have  not  written  it  in  the  form  of  a 
decision,  however, — only  expressed  it  in  the  form  of  speeches. 

Commissioner  Johnson  :  The  suggestion  I  made  as  to  the 
treatment  of  increments  of  value  in  land,  I  think  was  made  by 
a  member  of  the  Public  Service  Commission  of  New  York, 
Mr.  ^laltbie. 

By  Mr.  Marye:— 

O.  Do  you  happen  to  know  what  was  the  history  of  Com- 
missioner Alaltbie's  decision,  when  it  was  taken  to  the  courts? 
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A.  I  understood  he  was  reversed  on  that  very  point. 
Commissioner  Johnson:    That  was  not  his  fault. 
Mr.   Svvayze  :     No — it  was  only  the  protection  the  law 
gave  to  the  right. 

Bv  Mr.  Marbury  : — 

O.  Right  on  this  point,  all  the  tables  that  you  have  pre- 
sented have  been  based  on  the  agency  theory  from  the  start  of 
the  Company,  have  they  not? 

A.  Yes. 

O.  How  can  you,  then,  make  an  arbitrary  distinction  as  of 
a  certain  date  as  to  this  particular  question  in  the  future,  and 
not  apply  it  in  the  past  ? 

A.  Of  course,  all  companies,  to  some  degree,  as  I  have 
explained  before,  have  been  agents ;  but  the  tables  were  pre- 
pared particularly,  as  I  understood  it,  because  it  was  desired 
to  have  before  this  Commission  the  different  theories  under 
which  a  going  concern  value,  or  non-physical  value,  is  calcu- 
lated, and  they  had  already  had  a  table  based  upon  the  replace- 
ment theory,  and  this  was  prepared  according-  to  the  Wisconsin, 
or  agency,  theory,  to  present  to  them. 

Mr.  Marye:     I  might  state,  for  Mr.  Marbury's  benefit, 
that  we  were  requested  by  the  Commission  to  present  it. 
By  Mr.  Marbury  : — 

O.  I  understand. — but  in  prei)aring  these  tables  in  accord- 
ance with  the  Wisconsin,  or  ag:ency,  theory,  you  prepared  them 
on  the  theory  that  the  Company  has  been  acting,  since  its  in- 
ception, as  an  agent,  and  you  allowed  the  deficit  on  that  theory, 
and  you  allow  your  interest  and  your  compounded  interest  on 
that  deficit,  based  entirely  on  that  theory? 

A.  Precisely.  It  is  a  corollary  of  the  agency  theory.  If 
the  Commission  follow  the  decisions  of  the  Supreme  Court,  the 
Supreme  Court's  decision  regards — at  least,  I  am  taking 
Smyth  vs.  Ames  as  the  standard — the  original  cost  and  the  cost 
of  replacement  and  so  on  and  so  forth — I  will  not  repeat  them 
all — as  elements  upon  which  to  base  a  judgment  of  the  value 
of  the  property  for  rate  making,  and  I  have  always  regarded, 
and  still  reeard,  these  data  on  the  agencv  theorv  as  bases  for 
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ii:(l.L;nK'm.  To  what  derce  the  Commission  shall  accept  it  or 
modify  it  lies  with  them. 

O.  Then,  if  you  are  ])reparin,o-  it  on  tliat  theory,  and  allow- 
ing the  Company  that  dehcit  on  that  theory,  should  not  you 
also  carry  that  theory  all  the  w-ay  through  and  not  start  it  in 
the  future,  from  a  certain  arbitrary  date,  as  you  suggested  just 
now  ? 

A.  I  do  not  exactly  catch  the  drift  of  that  question. 

0^  I  mean  on  the  question  of  land  values,  for  instance. 
Von  say  in  the  past  you  did  not  consider  them  in  the  light  of 
the  agency  theory,  because  there  has  been  competition ;  and 
yet  your  whole  table  is  based  on  the  agency  theory  and  you 
allow  the  Com]^any  a  deficit  on  that  theory. 

A.  No  question  of  that.  There  is  no  dispute,  and  it  is 
clearly  stated  that  this  is  a  corollary  or  sequel  to  the  agency 
theory,  this  Wisconsin  mediod ;  but  I  do  say  that  the  agency 
theory  should  not  be  made  retroactive  in  its  entirety  when  it 
did  not  exist  so  in  fact.  In  point  of  fact,  these  Companies 
have  not  been  agents  to  the  degree  that  this  theory  would  lead 
you  to  suppose  they  might  have  been. 

Q.  In  other  words,  it  is  retroactive  as  to  the  deficit,  which 
is  for  the  benefit  of  the  Company,  but  not  retroactive  as  to 
the  land  values,  which  is  not  for  the  benefit  of  the  Company? 

A.  No,  I  am  not  making  any  contention  that  it  w-orks  one 
way  in  one  case  and  another  in  another. 

O.   I  am  simply  trying  to  get  at  what  your  contention  is. 

A.  I  have  said  that  I  believe  the  present  value  of  the  prop- 
erty is  the  thing  the  Commission  should  aim  to  secure  as  its 
basis.  I  am  not  saying  that  this  calculation  here  gives  them  a 
final  result,  any  more  than  some  other  calculation.  It  is  one  of 
the  bases  for  them  in  deciding  what  the  value  should  be. 

O.  If  a  company  should  earn  a  certain  amount  and  should 
]mt  that  money  back  into  property,  would  not  that  be  exactly 
the  same  thing  as  if  their  land  should  increase  in  value? 

A.  No,  I  (Cannot  see  that  it  would. 

O.  \Miat  is  the  distinction  in  your  mind? 

A.  An  increment  in  land  value  arises  primarily  from  the 
growth  of  the  community.     Profit  arises  partly  from  that,  but 
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very  largely  from  the  carefulness  with  which  the  company  is 
managed — very  largely  from  tliat. 

O.  Then  increment  in  land  value  in  tlie  future  would  be  in 
the  same  situation  as  increment  in  land  value  in  the  past, 
would  it  not,  as  far  as  that  is  concerned? 

A.   It  would  ar:se  from  the  same  causes,  yes. 

O.  Why  should  it  not  be  treated  in  the  same  way? 

A.  I  do  not  know  but  what  it  should.  I  say  my  opinion 
is  for  rights  of  way.  which  are  secured  often  by  condemnation 
— ahvays  can  be  secured  in  that  way.  In  any  event,  I  seriously 
question  whether  increment  in  abutting  land  should  give  the 
company  any  increment  in  its  right  of  wav  values  for  rate 
making  purposes,  or  for  any  other  purpose. 

O.  I  understood  you  to  say — I  am  simply  trying  to  get  the 
method  in  which  you  worked  out  these  tables — I  understood 
you  to  say  that  as  to  them  in  the  future,  imder  regulation,  they 
might  be  credited  as  profits,  but  that  as  to  the  past,  although 
yoti  are  working  under  a  theory  which  presupposes  that  the 
Company  has  been  an  agent,  nevertheless  you  think  they  shoul  1 
be  alloAved  that  as  a  part  of  their  capital? 

A.   Increment  in  land  value? 

Q.  Yes. 

A.  I  do,  yes. 

Q.  In  the  past,  I  mean. 

A.  I  think  they  are  entitled  to  tlie  increment  in  land  values 
that  they  have  acquired  in  the  past,  yes. 

By  Mr.  Marve  :— 

O.  Have  you  made  any  allowance  in  that  study  for  the 
increment  in  the  value  of  land  ? 

A.  No,  I  have  simply  taken  the  accounts  as  they  stand.  I 
would  call  attention,  in  that  connection,  to  the  fact  that  the 
Wisconsin  Commission  for  a  time  did  calculate  the  increment 
in  land  values  and  increased  the  capital  account  in  making  these 
calculations,  wdiich  resulted  in  a  greater  deficit.  I  pointed  that 
out,  as  it  seemed  to  me  an  inconsistency,  and  I  have  noticed 
they  have  since  ceased  to  do  so.  They  did  not  treat  it  as  a 
profit,  th.ey  treated  it  as  an  increase  in  capital  account  and 
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increased  tlie  development  cost  in  consequence,  by  virtue  of  the 
increment  in  land  values. 

Q.  There  is  no  increment  in  land  values  in  your  calcula- 
tion ? 

A.  No,  there  is  none  there. 

Commissioner  Pennypacker  :  It  would  seem  to  be  fair, 
perhaps  correct,  that  if  the  increment  of  value  is  to  be  consid- 
ered in  determining  rates,  the  depreciation  of  value  ought  like- 
wise to  be  considered.  If  the  lands  or  rights  of  way  have  gone 
down  in  value,  that  ought  somehow  to  appear,  as  well  as  the 
increment. 

Mr.  Marye  :     Yes,  sir. 

By  Commissioner  Pennypacker: — 

O.  Now  in  this  case  v/e  have  had  a  great  deal  of  testimony 
upon  the  value  of  particular  pieces  of  real  estate,  and  the  way 
it  was  presented  to  us  was  to  take  the  value  of  the  land  and 
then  to  take  the  present  cost  of  putting  the  building  there,  and 
that  eliminates  whatever  depreciation  there  may  have  been  of 
the  property. 

A.  However,  as  I  understand  it — I  know,  as  a  matter  of 
fact — the  buildings  have  depreciated,  and  there  have  been  esti- 
mates made,  which  Mr.  Hayward  has  submitted  to  the  Com- 
mission, as  to  that  accrued  depreciation  in  the  buildings. 

O.  I  think  very  much  of  the  testimony  as  to  the  values  of 
the  real  estate  was  given  to  us  just  in  that  shape. 

A.  I  heard  it;  it  was. 

O.  Then  you  say  that  the  real  thing  is  to  ascertain  what 
is  present  value  in  determining  the  rates  ? 

A.  Yes,  sir. 

O.  But  apparently  this  difficulty  arises :  the  present  value 
depends  much  upon  earnings  and  dividends.  I  mean,  here  is  a 
property  which  is  earning  money,  a  great  deal  of  money,  and  it 
is  being  distributed  to  the  stockholders,  the  earnings  upon  it. 
The  value  depends  largely  upon  that  factor.  Now  if  that  value, 
then,  is  the  result  of  rates  which  have  been  too  high  in  the  past, 
you  go  on  accumulating  your  rates  all  the  while.  WHiat  con- 
sideration have  you  given  to  that  aspect  of  it  ? 

A.  That   involves,   as   you   clearly   state,   reasoning   in   a 
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circle,  and  it  seems  to  me  that  the  Commission  cannot  take, — 
cannot  capitalize  net  profits  to  arrive  at  the  value  of  the  prop- 
erty, which  that  involves,  but  must  consider  what  it  would  cost 
to  reproduce  this  property  with  its  attached  business,  and  then 
deduct  the  accrued  depreciation,  as  a  basis  for  rates,  and  that 
is  what  I  have  testified  to  already  and  am  prepared  to  go  into 
in  detail  again,  if  you  please.  I  do  not  think  you  should  capi- 
talize net  earnings  to  arrive  at  a  basis  for  rate  making,  because 
it  is  reasoning  in  a  circle. 

By  Mr.  Mar<bury  : — 

O.  Why  do  you  capitalize  losses,  if  you  are  unwilling  to 
capitalize  profits? 

A.  I  have  not  capitalized  losses,  any  more  than  to  present 
to  this  Commission  a  study  based  upon  capitalized  losses ;  but 
I  do  not  say  that  that  is  the  best  basis  for  arriving  at  present 
value. 

O.  You  do  not  stand  by  the  table  that  you  presented? 

A.  I  stand  by  the  tables  as  the  followang  out  of  the  agency 
theory  in  entirety. 

Q.  But  you  do  not  stand  by  the  theory? 

A.  No.  I  do  not  think  that  theory  should  be  carried  out 
in  its  entirety,  by  any  means,  as  a  retroactive  proposition.  I 
will  admit  that,  w'hen  the  theory  w-as  first  presented  to  me,  it 
looked  as  if  it  could  be  carried  out  fully,  but  the  more  I  study 
it,  the  less  I  am  inclined  to  apply  it  completely  to  the  past.  I 
do  think  it  is  a  good  theory,  now  that  we  have  gone  on  an 
agency  basis,  when  the  Commission  takes  charge  of  the  rate 
making  for  the  Companies. 

By  Mr.  Marye  :— 

O.  You  say  you  did  not  put  in  your  study  any  capitaliza- 
tion of  the  earnings  of  this  Company.  Do  you  understand  Mr. 
Hayward's  estimate  of  the  value  of  the  Company  to  be  based 
on  its  earning  power  ? 

A.  No,  there  has  been  no  estimate  of  that  sort  included. 

O.  Has  there  been  any  evidence  so  far  introduced  in  this 
case  showing  the  value  of  this  property  as  on  a  basis  of  capi- 
talization of  its  earnings? 
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A.  I  have  seen  none,  no,  sir. 

Mr.  Trinkle:  You  mean  capitalization  of  its  earning 
power  ? 

Mr.  Marve:    Its  earnings. 

The  Witness  :    Capitalizing  its  net  earnings. 

By  Mr.  Trinkle: — 

O.  Do  }'0U  know,  or  do  }0u  not  know,  whether  you  have, 
in  taking  the  figures  from  the  auditor,  included  in  your  esti- 
mate of  value  the  value  of  any  property  which  has  been  built 
up  out  of  earnings  of  the  Company,  and  not  from  capital  in- 
vestment ? 

A.  That  I  do  not  know,  as  to  the  sources  of  the  money 
with  which  the  plant  has  been  built. 

O.  You  do  not  have  any  knowledge  of  your  own  about 
that  at  all? 

A.  No.  I  have  none  of  my  own  as  to  the  source  of  the 
money  from  which  this  plant  is  built.  I  take  the  plant  as  it 
stands,  regardless  of  whether  it  was  given  to  the  Company  or 
whether  they  bought  it. 

Bv  Commissioner  Johnson: — 

Q.  Then,  as  far  as  your  tables  are  concerned,  the  property 
might  have  been  built  almost  entirely  out  of  earnings  ? 

A.  It  could  not  have  been ;  that  shows  very  clearly  from 
the  tables.  But  it  might  have  been  acquired  from  earnings 
from  some  other  property.  For  example,  they  might  have 
derived  it  from  earnings  from  some  property  in  some  other 
part  of  the  country.  I  have  no  knowledge  where  the  money 
came  from. 

Bv  "Mr.  AIarve  : — 

O.  Take  a  hypothetical  case  and  suppose  a  public  service 
company  that  had  a  large  amount  of  property  that  they  had 
built  out  of  earnings.  VX'hat  would  you  still  say  was  the  base 
on  which  to  regulate  and  upon  which  to  fix  rates  for  the 
future? 

A.  The  value  of  the  property.     \\'hen  I  say  value,  I  do 


H.  P.  Gillette.  673a 

not  mean  capitalized  profit  value,  but  the  value  arrived  at  in 
the  way  I  have  indicated. 

O.  And  in  appraising  the  value  of  the  property,  you 
would  treat  property  built  out  of  earnings  as  the  property  of 
the  company,  just  as  much  as  property  built  by  money  ad- 
vanced by  the  stockholders? 

A.  I  see  no  difiference. 

By  AIr.  Trixkle: — 

O.  Suppose  it  were  built  with  money  earned  by  unreason- 
able rates :  would  it  belong-  to  the  company  on  the  agency 
theory  ? 

A.  Xot  if  the  agency  theory  had  been  in  existence  and 
applied. 

O.  What  is  your  reason  for  the  statement  that  the  agency 
theory  did  not  always  exist  as  the  true  relationship  between  a 
public  service  corporation  and  the  State? 

A.  I  think  the  best  evidence  of  it  is  that  there  has  been 
no  attempt  on  the  part  of  the  public  at  any  time,  in  these 
States  that  I  am  now  speaking  of,  until  very  recently,  to  ex- 
ercise what  might  be  termed  the  agency  authority, — the  prin- 
cipal's authority  over  the  agent. 

O.  That  is  equivalent  to  saying  that  the  State  did  not 
compel  the  public  service  agent  to  perform  its  public  service 
duties  by  establishing  a  commission  for  that  purpose ;  but 
does  it  go  further  and  say  that  it  was  not  always  the  duty 
of  the  company  to  charge  reasonable  rates,  and  that  it  was 
not  the  right  of  the  company,  as  the  agent  of  the  State,  to 
take  out  of  earnings  derived  from  unreasonable  rates  the 
monev  to  build  up  its  property,  and  then  charge  the  public 
in  the  future  rates  based  upon  such  a  valuation? 

A.  I  fail  to  see,  !Mr.  Trinkle,  how  you  can  possibly  make 
the  agency  theory  retroactive  to  that  degree. 

By  Commissioner  Johnsox: — 

O.  To  be  specific,  take  the  State  of  Illinois,  which  has 
fixed  rates  since  1871.  Now  in  that  State  would  you  say  a 
commission  acting  to-dav  would  applv  the  agencv  theory  from 
1871? 
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A.  If  they  had  been  applying  it  since  then,  since  1871; 
but  if  they  had  not  applied  it,  if  they  had  not  been  controlling 
rates  at  all,  there  has  not  been  an  agency  theory  there.  If 
they  had  been  declaring  what  the  rates  should  be,  then  there 
has  been  an  agency  theory  to  that  degree. 

Q.  The  State  fixed  the  rates  by  statute  in  1871. 

A.  If  it  did,  then  they  could  not  go  back  and  take  from 
the  companies  the  profits  they  made,  because  they  have  fixed 
the  rates  themselves  in  that  case,  the  State  has. 

By  Mr.  Trinkle: — 

Q.  They  cannot  fix  the  rates  unlawfully.  The  rates  must 
always  be  reasonable  ones.  This  series  of  questions  assumes 
that  the  rates  have  been  unreasonable,  possibly. 

A.  Is  it  not  a  fair  presumption  that  they  have  been  rea- 
sonable, if  nobody  has  stepped  in  to  change  them? 

O.  It  is  reasonable,  perhaps,  but  it  does  not  necessarily 
follow  that  that  is  a  fact. 

A.  It  does  not  follow  that  they  were,  but  it  is  a  pretty 
strong  presumption  that  they  must  have  been,  or  somebody 
would  have  stepped  in  with  the  authority  and  changed  them. 

By  Commissioner  Johnson: — 

Q.  Would  we  be  estopped  in  Pennsylvania,  in  deter- 
mining a  value,  from  going  back  of  1913,  w^hile  the  State  of 
Illinois  in  passing  upon  an  exactly  similar  question,  could  go 
back  to  1871  ? 

A.  If  the  State  of  Illinois  has  exercised  an  agency  con- 
trol, I  should  say  that  the  conditions  were  entirely  different 
in  Pennsylvania,  and  that  you  could  not  transplant  a  theory 
that  has  been  in  practice  there  to  a  State  where  it  has  not 
been  in  practice  and  try  to  make  it  retroactive  in  a  State 
where  it  has  not  been  active  at  all. 

By  Commissioner  Pennypacker: — 

O.  Are  you  not  making  the  principles  which  ought  to 
determine  the  relations  depend,  not  upon  those  relations,  but 
upon  the  conduct  of  individuals,  the  officials  who  happen  to 
represent  the  State  and  the  officials  who  happen  to  represent 
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the  corporations?  Have  not  the  principles  which  determine 
the  question  always  existed,  and  existed  as  they  are  to-day, 
only  they  have  failed  to  be  recognized? 

A.  Where  are  they  set  forth?  If  the  principles  have 
existed  in  the  State  of  Pennsylvania,  why  are  they  set  forth 
in  the  law?  They  must  be  somewhere  in  the  law,  if  they 
have  existed,  must  they  not? 

O.   You  mean  there  is  no  legislation  determining  them? 

A.  I  do  not  know'  of  any. 

O.  But  the  rights  of  these  public  service  companies  have 
been  given  to  them  and  they  have  existed  from  the  start,  just 
as  they  are  now  ? 

A.  Yes. 

O.  And  they  have  not  had  any  more  rights  in  the  past 
than  they  have  at  present? 

A.   I  think  they  have. 

O.  The  question  we  are  trying  to  solve  now  is  to  get  at 
a  principle  that  exists  now  and  that  has  always  existed  ? 

A.  No,  I  think  not.  I  cannot  see  any  evidence  of  the 
agency  theory  in  a  State  that  allows  competition,  for  example, 
to  the  degree  it  existed  in  your  own  State.  For  one  thing, 
>ou  v.ould  not  have  two  agents  doing  the  same  thing,  cutting 
one  another's  throat  in  doing  it,  and  be  true  agents  of  the 
public. 

By  AIr.  Trixkle: — 

O.  That  means  that  if  there  be  competition,  and  if  there 
has  been  a  governmental  regime  which  prevents  unreasonable 
competition,  that  the  public  service  companies  may  get  from 
the  public  any  rates  that  they  are  able  to  get,  whether  they  be 
reasonable  or  unreasonable,  because  there  is  unregulated  com- 
petition, unregulated  by  an  administrative  body;  is  not  that 
what  your  proposition  is? 

A.  In  csseuce,  the  public  has  said,  "Get  what  the  traffic 
will  bear,"  for  they  have  let  them  do  it  and  they  have  relied 
on  competition,  or  potential  competition,  to  regulate  the  rates 
of  publ'c  utility  companies. 

O.  The  public  has  permitted,  under  that  statement,  the 
public  service  companies  to  get  wdiat  the  traffic  will  bear ;  but 
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did  the  coni])anics  have  the  right  to  get  what  the  traffic  would 
bear? 

A.    I  cannot  see  l)ut  what  they  did. 

(J.   \\  the}-  could  get  away  witli  it,  they  had  the  right? 

A.  ^'es,  J  think  if  they  could  make  a  greater  pro  lit,  they 
were  entitled  to  it. 

Mr.  AIarve:  I  do  not  want  to  argue  a  ciuestion  of  law. 
but  the  line  of  questions  suggests  some  very  interesting 
thought  in  that  connection.  Let  us  assume  the  condition  that 
has  existed  in  the  State  of  Pennsylvania  up  until  July,  1913. 
The  State  has  said  to  its  citizens  that,  if  a  group  would  un- 
dertake a  certain  line  of  ciuasi-governmental  activit}',  the  State 
would  endow  it  with  the  right  to  exercise  public  franchise, 
reserving  to  itself,  how^ever,  as  a  condition  of  the  grant,  the 
right  itself  to  step  in  at  any  time  and  regulate  the  rates  and 
activities  of  such  bodies.  Ncw^  assume,  under  those  condi- 
tions, that  a  tele]:)hone  company  was  organized  in  1900 :  that 
it  operated  until  1910;  that  it  had  made  net  earnings  to  the 
amount  of  fifty  per  cent.  ? 

Commissioner  Johnson:     Per  annum? 

]\Ir.  AI.xrye:  Let  us  take  the  year  1905.  Say  that  that 
year  its  net  earnings  were  fifty  per  cent,  on  the  value  of  its 
property,  as  at  that  time  estimated,  and  that  it  declared  the 
entire  fifty  per  cent,  in  the  shape  of  a  cash  dividend  to  its 
stcckholders.  Could  the  State,  either  in  law  or  in  ethics,  ex- 
ercise any  known  process  to  make  a  stockholder  return  any 
part  of  that  dividend  ? 

Mr.  Trinkle:     Why  not? 

Mr.  Marye  :     Do  you  kno\v  of  any  such  process  ? 

IMr.  Trinkle:  Do  you  know  of  any  proposition  of  law 
that  would  prevent  it? 

Mr.  ]\[arve:  Yes,  sir.  Take  condemnation  proceedings. 
Suppose  the  State  at  that  time  had  proceeded  to  condemn 
that  property.  \Ahat  would  they  pay  for  it?  I  am  not  going 
to  argue  the  proposition,  but  I  will  state  the  proposition.  Sup- 
pose, instead  of  taking  the  cash,  that  the  stockholders  there- 
upon proceeded  to  reinvest  that  fiftv  per  cent,  in  the  property 
of  the  company  and  took  stock  for  it,  dollar  for  dollar.  Does 
not  that  stock  belong  to  the  stockholder?     Is  it  not  an  evi- 


H.  P.  Gillette.  677a 

dence  of  the  right  to  participate  in  the  earnings  of  the  com- 
rany  ?  Suppose,  in  lieu  of  doing  that,  they  had  not  gone 
through  the  formula  of  actually  distrihuting-  that  dividend, 
but  had  distributed  ten  per  cent,  as  dividends  and  the  other 
forty  per  cent,  they  had  permitted  to  remain  in  the  property, 
and  built  extensions.  Are  not  those  extensions  just  as  much 
tlie  property  of  the  stockholders  as  if  the  companv  had  de- 
clared a  cash  dividend  and  the  stockholders  had  reinvested  it 
arid  purchased  stock?  And  if  the  State  at  that' time  con- 
demned the  property  for  any  purpose,  would  it  not  have  to 
pay  the  then  value  of  the  property  and  extensions? 

Mr.  Trinkle:  You  get  into  the  difficulty  of  following 
a  property  that  has  no  earmark,  and  all  that  sort  of  thing. 

Mr.  Marve  :  No,  sir,  I  will  earmark  it  all  right, — put 
a  tag  on  it.  This  extension  was  built  out  of  dividends,  and 
I  say  if  the  State  then  condemned  it  for  its  own  purposes,  it 
would,  under  the  condemnation  laws  of  the  State,  have  to  pay 
its  then  value. 

Commissioner  Johnsox  :  Suppose  it  did  not  disturb  the 
]:'roperty  in  any  physical  sense,  but  suppose  the  State  said, 
"\ou  are  entitled  to  earn  ten  per  cent.,  not  upon  fifty  per 
cent,  per  annum  of  dividends,  but  upon  your  original  invest- 
ment, plus  the  up-keep,  necessary  up-keep  that  you  would 
have  to  put  into  that  property,'  and  suppose  the  rates  were 
limited  to  earnings  upon  the  value  thus  determined.  AA'ould 
there  be  anything  wrong  in  law  or  equity  in  that? 

Mr.  Marve  :  I  think.  Professor  Johnson,  that  would  ac- 
complish indirectly  what  the  State  could  not  do  directlv.  If  it 
could  not  take  the  property  without  paying  an  adequate  com- 
pensation, it  could  not  destroy  its  value. 

Commissioner  Johnson  :  It  seems  lo  me  that  would  be  a 
very  direct  way. 

Mr.  Marve  :     Yes — of  destroying  its  value. 

Commissioner  Johnson:  Of  getting  at  the  heart  of  the 
matter. 

Mr.  Marbury  :  I  do  not  v/ant  to  argue  any  question*of 
law,  I  simply  want  to  ask  you  to  corsi  lor  this  proposition  in 
the  same  connection — you  might  call  ii  the  0!)versc  of  tha'.- 
which  ^Ir.   Marye  has  stated  :   supposr     or  instmcc  that  this 
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conceni.  earning  fifty  ])er  cent.,  and,  under  the  hypothesis  pre- 
sented by  Mr.  Gillette  being  entitled  to  earn  ten  per  cent., 
should  put  forty-five  per  cent,  of  that  fifty  per  cent,  back  into 
its  plant  and  should  credit  that  to  its  capital,  should  it  then  be 
allowed  a  deficit  of  five  per  cent.,  and  should  that  deficit  be 
capitalized  and  interest  compounded  on  it  from  that  time  to 
the  present  time?  Could  anybody  conceivably  say  that  that 
would  be  a  proper  way  to  calculate? 

Mr.  Swavze:    That  is  not  the  historical  method. 

Mr.  Marye  :  No.  sir.  Ascertain  the  present  value.  The 
statement  I  made  was  simply  that  the  value  of  the  property  was 
the  value  to-day,  in  the  hands  of  the  owners  thereof. 

Mr.  Swayze:    Regardless  of  where  it  came  from. 

]\Ir.  Marye  :    Regardless  of  the  source  wdience  derived. 

Mr.  Trixkle:  May  I  ask — you  are  very  well  informed 
on  the  decisions  of  Commissions — is  there  any  decision  so 
holding,  except  that  of  the  Xew  Jersey  Commission  in  the 
Passaic  Gas  Case? 

]\Ir.  ]\Iarye:     Oh.  yes. 

Mr.  Swayze:  There  are  decisions  of  the  Supreme  Court 
of  the  United  States  en  that  proposition.  We  are  prepared  to 
meet  that  point  at  any  time. 

Mr.  Trixkle:  Eut  I  do  not  think  they  have  ever  said  so 
in  so  many  words. 

Mr.  AIarye  :  No,  sir.  I  will  just  state  the  fact.  Take  the 
case  of  the  Union  Pacific  Railroad.  That  railroad  was  built 
under  an  Act  of  Congress,  which  Act  donated  to  the  railroad  a 
wide  strip  of  land  across  the  Territory  of  Nebraska  and  those 
west  thereof,  and  a  great  many  private  individuals  donated  por- 
tions of  the  right  of  way.  Subsecjuently,  in  the  year  1893  or 
1892,  Neb.raska,  having  been  previously  admitted  to  statehood, 
passed  an  Act  prescribing  the  rates  for  passengers  and  freight 
over  all  the  railroads  in  the  State  of  Nebraska.  Now  twenty 
or  thirty  years  have  eiapsed  since  the  construction  of  the  Union 
Pacific  Railroad,  and,  instead  of  a  wide  expanse  of  prairie,  it 
lui's  blossomed  and  bloomed  by  the  activities  of  the  husband- 
men v.ho  have  gone  through  there,  into  one  of  the  finest  States 
of  this  Union.  Large  cities  have  sprung  up  along  this  right  of 
wav.  on  the  verv  land  son-i«  of  which  had  been  given  bv  the 
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Government.  Some  of  the  stockholders  of  the  Union  Pacific 
Railroad  got  together  and  appointed  a  committee,  of  which 
Mr.  Oakes  Ames  was,  I  think,  chairman,  to  institute  proceed- 
ings to  restrain  the  railroad  from  obeying  that  Act  of  Ne- 
braska, and  they  filed  a  bill  in  the  District  Court  of  the  United 
States  for  Nebraska  to  enjoin,  restrain  the  State  and  the  Rail- 
road Company  from  the  enforcement  of  and  the  obedience  to 
that  Act,  on  the  ground  that  it  would  take  the  property  of  the 
railroad — that  the  rates  were  unreasonable.  The  proceeding 
came  up  before  Justice  Brewer.  He  sat  as  the  Circuit  Justice, 
with  two  District  Judges,  and  he  wrote  the  opinion  in  that 
case,  upon  which  an  injunction  was  entered.  The  State  of 
Nebraska  appealed  to  the  Supreme  Court  of  the  United  States 
and  the  opinion  by  the  Supreme  Court  of  the  United  States 
was  written  by  Mr.  Justice  Harlan,  in  what  has  become  the 
leading  case  in  rate  making,  Smyth  vs.  Ames,  and  they  affirmed 
Justice  Brewer's  decision.  Justice  Brewer's  decision  will  be 
found  in  64th  Federal : 

"But  as  ten  billions  of  dollars  are  invested  in  the 
business  of  railroad  transportation,  the  public  may  be 
reluctant  to  incur  such  indebtedness" — he  is  speaking  of 
taking  it  over  as  a  Government  proposition — "and  seek 
to  accomplish  the  same  result  of  uniformity  of  rates  by 
means  of  legislation  similar  to  that  before  us.  In  other 
words,  leaving  the  property  in  the  hands  of  the  present 
owners,  uniformity  of  rate  is  sought  to  be  secured  by  com- 
pulsory legislation.  Here  comes  in  the  embarrassment  of 
present  conditions.  Property  invested  in  railroads  is  as 
much  protected  from  public  appropriation  as  any  other. 
If  taken  for  public  uses,  its  value  must  be  paid  for.  Con- 
stitutional guarantees,  to  this  extent,  are  explicit ;  and  in 
such  condemnation  proceedings,  no  inquiry  is  permitted 
as  to  how  the  owners  have  acquired  the  property,  provided 
only  it  be  legally  held  by  them.  If  a  farm  belongs  to  an 
individual,  and  the  public  seeks  to  take  it,  it  must  pay  its 
value,  and  is  not  permitted  to  diminish  the  price  by  prov- 
ing that  the  owner  acquired  the  means  of  purchase  by  im- 
moral or  disreputable  practices.  He  may  have  made  his  for- 
tune dealing  in  slaves,  as  a  lobbvist.  or  in  anv  o<"i^er  wav 
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obnoxious  to  public  condemnation ;  but,  if  he  has  acquire'! 
the  legal  title  to  the  property,  he  is  protected  in  its  posses- 
sion, and  cannot  be  disturbed  until  the  receipt  of  its  actual 
cash  value.  The  same  rule  controls  if  railroad  property  is 
sought  to  be  appropriated.  No  inquiry  is  open  as  to 
whether  the  owner  has  received  gifts  from  State  or  indi- 
viduals, or  whether  he  has,  as  owner,  managed  the  prop- 
ertv  well  or  ill,  or  so  as  to  acquire  a  large  fortune  there- 
from. It  is  enough  that  he  owns  the  property — has  the 
legal  title ;  and,  so  owning,  he  must  be  paid  the  actual 
value  of  that  property.  If  he  has  done  any  wrong  in 
acquiring  or  using  the  property,  that  wrong  must  be  re- 
dressed in  a  direct  action  therefor,  and  cannot  be  made  a 
factor  in  condemnation  proceedings.  These  propositions  in 
respect  to  condemnation  proceedings  are  so  well  settled 
that  no  one  ever  questions  them.  The  same  general  ideas 
must  enter  into  and  control  legislation  of  the  kind  before 
us."  (The  regulating  of  the  rates  of  that  railroad.) 
Mr.  Trixkle:  Do  you  think  that  means  that,  if  a  public 
service  company  has  acquired  property  out  of  earnings  from 
rates  which  are  unreasonable,  they  have  a  legal  title  to  the 
earnings  ? 

Mr.  Marve:    Surely.     So  he  there  says. 
Mr.  Trixkle:    Did  the  New  Jersey  Commission  found, 
its  decision  upon  that  court  decision? 

Mr.  ]\[arye:   I  do  not  know.     This  decision  was  affirmed 
by  the  Supreme  Court  in  Smyth  vs.  Ames. 

Mr.  Trixkle:    But  no  language  like  that  was  affirmed? 
Mr.  Marye  :   Yes ;  they  said,  "Take  the  value  at  the  time- 
of  the  in(juiry,  the  value  of  the  property.'" 

I\Ir.  Trixkle:  But  no  language  like  that  was  affirmed? 
Mr.  Marye:  No.  Now  take  the  other  case  of  SimpsO}i 
:s.  Slicppani.  the  Northern  Pacific  case,  decided  last  summer 
and  known  as  the  Minnesota  Rate  Case.  The  Northern  Pa- 
cific was  built  under  an  Act  of  Congress  similar  to  the  Union 
Pacific.  It  built  its  road  through  St.  Paul,  ]\Iinneapolis,  and 
Fuluth,  on  land  granted  by  the  nation,  the  State,  and  indi- 
viduals, and  its  rates  were  attempted  to  be  fixed  by  the  Leg- 
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islature  of  the  State  of  Minnesota,  and  by  the  existing  Com- 
mission.    The  railroads  there  went  into  court. 

]\Ir.  Trinkle:  That  is  all  right.  There  is  quite  a  dif- 
ference between  a  gift  of  property  by  the  State  to  a  railroad 
corporation,  and  the  property  of  a  railroad  corporation  ac- 
quired from  unreasonable  rates,  and  that  is  what  Justice 
Brewer  was  talking  about. 

Mr.  Marve:     No,  he  said,  my  dear  sir 

Mr.  Trinkle  :  He  uses  some  general  language  there,  but 
that  general  language  must  be  construed  with  reference  to 
the  facts  in  the  case. 

]\1r.  AIarye  (quoting  opinion)  :  "Xo  inquiry  is  open  as 
to  whether  the  owner  has  received  gifts  from  State  or  indi- 
viduals, or  whether  he  b.as,  as  owner,  managed  the  property 
well  or  ill,  or  so  as  to  acquire  a  large  fortune  therefrom." 
If  vcu  could  not  go  and  get  the  fortune  that  he  had  made  out 
of  it,  how  can  you  get  the  property  he  buys  with  the  fortune 
he  has  made? 

Cozmmissioner  Penxytacker:  But,  as  I  understood  it, 
there  was  a  statute  there  under  which  the  State  undertook  to 
fix  rates  ? 

Mr.  Marve  :    Yes,  sir. 

Co.NnrissiONER  Pennvpacker:  And  without  an  ascer- 
tainment of  values? 

Mr.  !Marye  :    Yes,  sir. 

Co.MMissioxER  Pennvpacker:  That  is  not  the  case  be- 
fore us. 

Mr.  ]\Iarye:     But  the  Court  said,  "ascertain  the  value." 

Commissioner  Pennvpacker:  I  suppose  all  this  will  be 
presented  when  we  come  to  the  argument? 

Mr.  Marve:    Oh.  yes. 

Commissioner  Johnson:  I  wished  merely  to  call  your 
attention  to  the  fact  that  Justice  Harlan  in  Smyth  -s.  .Imes 
laid  down  the  general  jirinciple  that  many  factors  should  be 
taken  into  consideration  in  determining  the  just  value  of  the 
pro])erty  for  rate  making. 

Mr.  Marve  :    Yes,  sir. 

Commissioner  Johnson:    And  he  made  it  clear,  I  think, 
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that  we  mic^ht  go  l^ack  into  the  history  of  how  the  property 
was  built  up. 

Mr.  Marve:  Surely,  to  see  what  bearing,  if  any,  it  had 
on  its  present  value. 

Commissioner  Johnson:  That  might  affect  our  judg- 
ment as  to  the  value  of  the  property  upon  which  the  Company 
might  equitably  earn  its  return? 

]\Ir.  INIarve:  Oh,  certainly,  it  could  be  taken  into  con- 
sideration, surely.  Take  it  all  into  consideration,  and  every- 
thing else  that  will  aid  you  in  ascertaining  and  fixing  a  value 
as  of  this  date. 

Commissioner  Johnson:  There  is  a  suggestion  that  we 
are  wasting  time  at  this  end  of  the  table. 

Mr.  Swavze:  No,  sir,  I  think  it  is  most  helpful,  in  a 
case  where  these  points  come  up,  that  we  should  discuss  them 
in  th.is  way,  because,  when  all  is  said  and  done,  this  is  not 
a  suit  at  law,  it  is  an  investigation  by  the  Commission ;  and, 
from  our  standpoint,  we  consider  discussions  of  this  kind 
most  helpful,  because  if  at  the  end  we  have  not  cleared  up 
some  of  these  points  in  your  minds,  I  do  not  know  what  will 
be  the  end  of  briefing  in  this  case,  because  we  wall  have  to 
touch  every  one  of  these  points  and  go  through  them.  There 
are  certain  points  like  this  that  we  feel  are  absolutely  settled 
by  the  decisions,  and  we  feel  that  you  are  here — I  am  not 
going  to  argue  it — you  are  here  to  find  the  value  of  this 
property,  and  upon  that  value  you  will  then  afterwards  fix 
the  rates ;  and,  until  you '  have  found  that  value,  you  cannot 
move  forward  to  your  next  step,  which  is  the  fixing  of  the 
rates.  Therefore,  it  is  of  supreme  importance  that  you 
should  know  what  elements  enter  into  the  value  as  you  go 
along,  and  on  this  very  point  I  would  like  to  call  your  atten- 
tion, in  addition  to  what  ]\Ir.  Marye  has  stated — I  do  not 
know  the  Act  in  Illinois  to  which  you  have  referred.  Pro- 
fessor Johnson,  but  T  have  no  doulit  that  it  was  an  Act  fixing 
the  rate  of  fare  at  two  cents,  like  the  New  "^'ork  Act  or  the 
Connecticut  Act. 

Commissioner  Pexxvpacker:  Or  the  Pennsvlvania 
Act:^ 

?^1r.   Swavze:    Or   the   Pennsvlvania    Act,    which    after- 
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wards  was  declared  unconstitutional  by  the  courts  of  Penn- 
sylvania, for  the  reason  that  it  did  not  provide  a  fair  return 
upon  the  property. 

CoMMissioxER  Johnson:  I  can  clear  up  that  Illinois 
situation.  The  Constitution  of  Illinois  of  1870  made  it  in- 
cumbent upon  the  Leg-islature  to  prescribe  a  schedule  of 
rates.  The  Legislature  so  acted  the  following  year.  The 
year  after  that  that  law  was  repealed,  and  a  Commission  was 
established  with  power 

Mr.  Swayze:  That  is  the  Railroad  Commission  of  Illi- 
nois? 

CoMMissioxER  Johnson:  The  Railroad  and  Warehouse 
Commission,  which  had  the  power  to  prescribe  a  schedule  of 
rates,  and  always  has  had. 

Mr.  Swayze:  Exactly.  Xow.  in  order  to  make  that  law 
operative  and  provide  the  penalties  that  should  be  imposed, 
they  did  establish  a  Commission,  and  by  as  much  as  thev  estab- 
lished the  Commission  with  power  to  fix  rates,  they  then  estab- 
Hshed  for  the  State  of  Illinois  the  whole  agency  theory  that 
Mr.  Gillette  has  been  discussing.  Xov*-  take  a  State  where 
they  have  a  two-cent  fare  law,  and  have  provided  a  penalty  to 
be  imposed  upon  the  railroad  for  charging  more  than  the  two- 
cent  fare.  There  they  have  fixed  the  charge  and  the  remedy. 
Xow  if  they  have  fixed  no  penalty  for  charging  in  e:<cess  of 
two  cents,  by  what  token  can  they  go  in  and  take  the  property 
of  the  company?  Have  they  not  left  it  where  the  individual 
who  is  charged  beyond  the  two  cents,  has  his  remedy,  as  Jus- 
tice Brewer  has  said,  in  another  action  ?  And  they  have  fixed 
the  limit  to  which  the  railroad  could  go.  You  have  to  look  at 
that  from  the  standpoint  of  each  individual  situation.  Xow 
take  the  other  one  that  you  raised,  which  was  where  the  Legis- 
lature has  fixed  by  law  a  maximum  return  upon  the  value  of 
the  property.  My  answer  to  that  is  that,  if  the  Legislature 
has  done  that,  they  have  thereby  delimited  the  railroad  in  its 
charges,  and  if  they  charge  beyond  it.  then,  if  there  is  a  penalty 
in  the  law.  they  must  obey  the  penalty :  but  I  n.ever  heard  of  a 
law  which  provided  for  going  back  and  picking  out  certain  of 
the  propert}',  and  we  will  contend  in  this  case  that  there  is 
nothing  in  the  law  establishing  this  Commission  which  gives  it 
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a  riLilit  to  go  into  the  past  and  fix  what  would  have  been  an 
equitable  rate  in  1882,  for  this  telephone  business,  or  at  any 
other  tiroe.  I'ardon  nie — I  got  carried  away  a  little  bit,  but  I 
think  these  discussions  are  going  to  be  most  helpful  all  the  way 
through  in  simplifying  the  proceedings,  because,  if  we  have  to 
meet  every  one  of  these  questions  by  evidence,  we  have  to  do 
something  that  we  have  not  prepared  ourselves  for,  up  to  the 
l)resent  time. 

Mr.  AIarve:  It  might  be  interesting  to  state  that  those 
Acts  of  Congress,  all  of  them,  providing  for  the  incorporation 
of  railroads  to  operate  and  furnish  transportation  by  locomo- 
tive, etc.,  across  the  continent,  all  had  a  proviso  that,  whenever 
the  earnings  of  the  road  exceeded  ten  per  cent,  of  the  value 
of  the  road,  the  Congress  reserved  the  right  to  regulate  the 
rates — just  exactly  comparable  to  the  Act  of  Pennsylvania  to 
which  Mr.  Gillette  referred.     They  all  specified  ten  per  cent. 

.Mr.  Swayze  :  Before  we  go  on  with  the  hearing,  we  have 
had  in  mind  that  it  would  be  helpful  in  this  case  if  the  Com- 
nussion  would  allow  us  to  take  them  through  the  central  oifice 
here  in  Harrisburg  and  show  them  the  actual  working.  We 
have  here  something  v»"hich  has  been  descril)ed  by  one  of  the 
Commissioners  as  a  geological  stratum  (referring  to  model), 
which  we  expect  to  use  in  a  discussion  of  functional  deprecia- 
tion, when  we  come  to  that  period  in  the  case  at  this  hearing. 
We  would  be  very  glad  if  the  Commission  and  the  lawyers 
on  the  other  side  and  the  expert  representing  the  other  side — 
to  whom  we  know  we  can  give  no  instruction  on  the  s  ibject  of 
working  a  telephone  exchange — would  accept  an  invitation 
from  us  to  go  down  and  go  through  our  exchange  this  evening, 
or,  if  this  evening  is  not  convenient,  some  other  evening  when 
it  is. 

The  Chairman  (  Air.  Wallace)  :  \\'e  will  take  that  un- 
('er  consideration. 

Bv  Mr.  ^^Iarve: — 

O.  At  the  last  hearing,  Mr.  Gillette,  you  testified  at  length 
to  the  provisions  that  must  be  made  annuallv  to  take  care  of 
what  you  termed  the  depreciation  that  was  accruing  in  the  prop- 
erty.   On  what  base  should  such  annuities  be  calculated  ? 
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A.  The  base  that  is  universally  used  by  engineers  is  tlie 
cost  of  tlje  property  new. 

Q.  Is  that  because  you  will  eventually  have  to  replace 
parts  of  this  property  with  new  pieces  of  property? 

A.  That  is  the  idea. 

O.  And  the  effort  is  to  have  provided  enough  money  \■^ 
time  to  substitute  a  new  piece  of  property  for  one  thr.t  has  to 
be  displaced? 

A.  Yes.  sir. 

O.  Therefore,  vour  calculations  as  a  provision  for  the 
future  should  be  based  upon  the  value  of  the  property  new? 

A.  Yes,  sir. 

O.  Suppose  you  had  a  property,  such  as  these  telephone 
properties,  that  had  been  in  operation  for  several. years,  and, 
therefore,  there  had  expired  some  of  the  years  of  life  of  the 
properties,  and  regulation  started  and  you  were  called  upon 
to  give  your  opinion  as  to  the  proper  annuities  to  be  set  aside 
How  would  you.  calculate  them  ? 

A.  I  should  take  the  dift'erent  classes  of  property,  and. 
in  the  first  place,  estimate  the  probable  life  of  each  class  of 
l^roperty  and  from  that  decuce  the  annual  amount  of  depre- 
ciation to  be  provided  for  that  class  of  property ;  sum  up 
all  these  estimates  and  get  the  total  annual  amount  to  be  al- 
lowed for  the  renewals  of  those  plant  units,  constituting  the 
entire  number.  I  should  make  a  check,  as  I  indicated  in  the 
previous  hearing,  upon  that  by  taking  what  the  actral  expendi- 
tures had  been  over  a  period  of  years,  for  repairs  and  re- 
newals, inchuling  depreciation,  and  determine  whether  the 
total  that  I  had  calculated  was  reasonably  c'ose  to  what  the 
actual  expenditures  had  been  over  a  long  period  of  years. 

O.  If  you  were  studying  such  a  property  as  these  com- 
plex properties,  built  up  of  elements  of  various  characters  and 
having  varying  lengths  of  life,  how  would  you  calculate  your 
depreciation  ?  By  what  is  commonly  called  a  straight-line 
metliod.  or  bv  a  sinking  fund  method  ? 

A.  It  depends  upon  the  probable  life  of  the  property,  in 
large  measure,  as  to  which  method  is.  I  think,  to  be  adopt:ed. 
If  the  property  was  all  long  lived  property,  and  comparatively 
new.  I  think  the  sinlcing  fund  method  wou'd  be  unquestion- 
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alily  llie  one  to  apply.  If  the  property  is  mostly  short  lived 
propcrt}-,  and  of  varying  ages  for  the  different  units,  then  the 
straight-line  formula  will  give  you  substantially  correct  re- 
sults. It  can  he  shown,  for  example,  mathematically,  that  if 
you  have-  poles  of  all  ages — let  us  say  from  brand  new  to' 
extreme  senility — that  the  straight-line  formula  will  give  you 
exactly  the  same  result  as  the  sinking  fund,  applied  to  this 
separate  group  of  units. 

O.  riease  explain  what  you  mean  by  the  sinking  fund 
method. 

A.  The  sinking  fund  method  is  predicated  upon  the  sup- 
position that  you  take  the  annuities  and  invest  them  in  some 
fashion,  so  that  they  draw  interest,  and  that  that  interest, 
thus  earned^  becomes  a  part  of  the  fund  with  which  to  renew 
the  property.  The  straight-line  formula  assumes  that  you 
have  not  made  any  returns  upon  your  fund,  but  have  ex- 
pended it  about  as  fast  as  you  have  provided  it. 

O.  And  for  properties  such  as  these  we  meet  here,  of 
which  the  composite  life  is  short — short  lived,  as  you  term 
it — you  would  use  the  straight-line  method  ? 

A.  I  should  think  it  would  apply  most  correctly  to  most 
of  the  property  of  this  Company — sufficiently  correctly.  I 
would  qualify  this  by  saying  that  any  estimate  as  to  the  life 
of  the  property  is  obviously  an  estimate.  There  is  no  great 
accuracy  in  determining  what  the  functional  life  of  any  of 
these  utility  properties  is,  and,  therefore,  it  seems  hardly 
worth  wliiie  to  split  hairs  between  the  sinking  fund  and 
straight-line  formula  on  short  lived  property;  but,  as  I  have 
shown  before,  the  straight-line  formula  that  Mr.  Hayv/ard 
has  applied,  shows  a  result  somewhat  less  than  the  actual 
annual  expenditures  have  been  for  the  last  thirty  years,  ap- 
l)roximately.  His  actual  figures,  as  I  recall,  total  9.2  per 
cent.,  that  he  estimates  for  the  year  1913,  while  as  a  matter 
of  fact  it  has  averaged  10.5  per  cent,  per  annum  on  this 
property  for  the  last  twenty-eight  years. 

O.  What  would  be  the  result  under  each  method,  if  vou 
had  underestimated  the  probable  life  of  the  plant? 

A.  The  result   would   be   that   vou   would   have   to   raise 
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monev  eventually,  probably  from  some  outside  source,  or  by 
curtailing  your  dividends. 

O.  Which  could  you  correct  the  more  readily,  the  re- 
sults of  undercalculation  on  the  straight-line  method  or  on 
the  sinking  fund  method? 

A.  I  do  not  see  exactly  the  drift  of  your  question.  I 
cannot  see  that  there  would  be  any  difficulty  in  correcting 
either  one.  If  they  were  wrong,  you  would  have  to  make  a 
correction.  I  do  not  see  that  one  would  lead  to  more  diffi- 
culty than  the  other ;  but  possibly  you  mean  that,  if  the  error 
is  going  to  be  made,  it  had  better  be  made  on  the  safe  side 
by  taking  the  straight-line  formula,  rather  than  the  sinking 
fund  formula,  which  would  give  you  a  smaller  result. 

O.  You  seem  to  have  caught  my  meaning.  Then  the  de- 
preciation table  that  was  filed  as  an  exhibit  of  ^Ir.  Hay  ward 
in  this  case  follows  the  straight-line  method? 

A.  It  does. 

O.  And  that  is  the  method  that  the  Company  has  fol- 
lowed ? 

A.  That  is  the. method  that  they  have  used  for  years. 

Q.  \\"e  understand  that  the  table  filed  with  the  Interstate 
Commerce  Commission,  as  required  by  the  Interstate  Com- 
merce Act,  for  telephone  companies,  is  on  the  straight-line 
method  ? 

A.  That  this  Company  has  used,  yes. 

O.  The  Bell  Companies? 

A.  The  Bell  Companies,  I  mean. 

Q.  And  all  other  telephone  companies? 

A.  I  do  not  know.     I  only  know  as  to  these  Companies. 

By  Commissioxer  Tone: — 

O.  Is  there  much  difference  in  the  result  between  the 
depreciation  determined  bv  the  straight-line  method  and  by 
the  sinking  fund  method  ? 

A.  Not  very  much,  where  the  property  has  only  an  aver- 
age life  of  about  ten  years.  With  water  works  and  with 
properties  with  a  possible  life  of  fifty  years  or  more,  then 
there  is  a  big  dift'erence,  but  where  the  life  is  short,  as  in  a 
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telephone  plant,  for  the  most  part  there  is  very  little  differ- 
ence. 

O.  Have  yon  made  any  estimate  of  what  it  would  be  in 
this  case? 

A.  T  have  not  carried  that  out. 

r.v  ^Ik.  ^Iarve:— 

O.  Do  you  know  wheth.er  or  not  the  Wisconsin  Commis- 
sion did  make  estimates  under  both  methods  for  telephone 
properties  and  electric  light,  and  all  other  electrical,  proper- 
ties and  water  properties? 

A.  I  think  the  \\'isconsin  Commission,  as  a  rule,  uses  the 
sinking  fund  formula  for  buildings  only,  in  the  cases  of  the 
electric  light  and  telephone  properties,  and  the  straight-line 
formula  for  all  the  rest  of  the  plant,  assuming  that  the  build- 
ings would  be  long  lived,  that  is,  permanent  buildings. 

O.  And  they  use  the  sinking  fund  method  for  water 
companies  ? 

A.  For  water  companies  the  sinking  fund  method,  I 
think,  but  I  am  not  so  sure  whether  they  stick  to  that  uni- 
formly. 

O.  It  will  all  be  foimd  in  the  decisions  of  the  Commis- 
sion? 

A.  I  think  that  is  right. 

O.  You  referred  to  one  of  the  cases  at  the  last  hearing; 
I  think  it  was  Hill  zs.  .liitigo  JVater  Comf'any.  Thev  there 
followed  the  straight-line  method,  in  that  case,  and  in  a  sub- 
sequent case,  where  the  company  involved  operated  both  gas 
plants  and  electric  light  plants,  they  used  the  sinking  fund 
method  for  the  "gas  plant  and  the  straight-line  method  for  the 
electric  light  plant  of  the  same  company.  I  think  that  was 
the  Milwaukee  Gas  &  Electric  Light  Companv. 

A.  The  tendency  is  to  use  the  sinking  fund  formula  for 
the  very  long  lived  elements  of  a  plant  and  the  straight-line 
for  the  short  lived  elements,  and  it  is  particularly  true  where 
the  short  lived  elements  are  of  different  ages.  Take,  for  ex- 
ample, ties  on  a  railway,  of  all  ages.  It  would  be  absurd  to 
establish  a  sinking  fund  for  those  ties,  since  the  annual  re- 
newals are  almost  a  constant  percentage  on  any  large  railwav 
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system.     The  same  would  bold  true  of  poles  for  a  telephone 
company. 

By  ]Mr.  AIarburv  : — 

O.  In  determining-  which  method  \ou  are  going  to  use, 
you  necessarily  have  to  determine  the  life  of  the  plant,  upon 
which  you  are  going  to  apply  the  method,  I  suppose? 

A.  Yes,  you  have  to  make  an  estimate  of  the  probable 
life  of  the  units. 

Q.  I  think  you  gave  an  estimate,  in  your  testimony  at 
the  last  hearing",  of  the  general  life  of  a  telephone  plant,  did 
you  not,  some  average  estimate? 

A.  I  did.  I  made  a  statement  that  in  Wisconsin  they 
had  estimated  a  life  of  eleven  years.  In  this  plant  I  think  the 
composite  life  is  about  sixteen  years,  as  estimated  by  Mr. 
Hayward. 

By  Mr.  Swayze  : — 

O.  Your  average  life  would  depend  largely  on  the  dif- 
ferent elements  of  the  plant  entering  in? 

A.  Yes.  If  they  had  a  lot  of  conduit  system,  as  this 
plant  had,  it  would  increase  the  life. 

Bv  Mr.  Marbury:— 

Q.  Those  estimates,  whether  made  for  this  plant  or  any 
other  plant,  are  based  on  past  experience? 

A.  Yes,  sir. 

O.  In  the  case  of  thfs  particular  plant,  would  it  be  based 
on  the  past  experience  of  this  Company  only,  or  other  com- 
panies? 

A.  I  take  it  that  this  Company  has  at  its  disposal  the  ex- 
perience of  their  various  affiliated  companies :  in  fact,  I  know 
they  have.    ' 

O.  Then  your  statement,  or  rather  Mr.  Hayward's  state- 
ment, of  sixteen  years 

Mr.  Swayze  :  Mr.  Hayward  did  not  make  that  state- 
ment :  do  not  go  wrong.  That  statement  has  not  been  made 
in  evidence  in  this  case.  It  was  discussed  as  an  assumption 
bv  me,  with  the  Commission,  but  there  has  not  been  anv  tes- 
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timony,  cither  as  to  the  average  life  of  this  whole  plant  or  the 
composite  life  of  this  plant.  I  think  Mr.  Gillette  said  that  he 
had  assinncd  that  average. 

■   The   \\'itness:    I   think  that   was   a   deduction   I   made 
from  the  data.     I\Ir.  Hayward  did  not  so  testify. 

T5v  Mr.  Marburv  : — 

O.  Then  your  deduction  from  the  data  furnished  by  Mr. 
Hayward,  of  a  little  over  sixteen  years  for  the  life  of  this 
plant,  is  based  upon  the  experience  of  this  and  allied  Bell 
Companies  ? 

A.  I  think  vou  had  better  ask  Mr.  Hayward  as  to  that. 

0.  ^Ir.  Swayze  says  Mr.  Hayward  did  not  testify  to  that. 

A.  'Mr.  Hayward  is  available  to  say  how  he  biiilt  up  his 
estimate.     I  would  not  like  to  say,  for  I  do  not  know. 

O.  As  a  general  proposition,  the  experience  in  any  par- 
ticular company  in  estimating  the  life  of  its  plant,  to  deter- 
mine depreciation,  is  based  upon  its  own  particular  experi- 
ence, or  the  experience  of  those  companies  with  which  it  is 
connected,  is  it  not? 

A.  That  is  mv  understanding,  always,  of  course. 

Bv  Mr.  Evans: — 

O.  I  would  like  to  ask  a  few  questions  about  Exhibits 
PP  and  QQ.  which  you  presented  at  the  last  hearing.  I  did 
not  get  quite  clear  as  to  where  you  get  your  first  figures,  in  the 
first  column,  of  investment,  on  January  1,  1885. 

A.  Take  Exhibit  OO,  which  is  .before  me  :  the  investment, 
as  of  January  1,  1885,  is  a  compilation  from  the  plant  accounts, 
in  the  ledgers  of  the  various  Companies  that  operate  in  this 
State,  and  contains  the  property  as  shown  on  the  books,  prop- 
erty account,  composite  property  account,  relating  to  the  State 
of  Pennsylvania. 

O.  How  did  you  separate  the  property  in  the  State  of 
Pennsvlvania  from  any  other  property  that  those  Companies 
own*? 

A.  About  i>2^/c,  as  I  recollect,  of  the  properties  of  these 
three  Companies  that  operate  in  this  State,  lies  within  the 
State. 
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O.  And  •you  assumed  that  82%  of  it  lay  in  the  State  of 
Pennsylvania  in  1885,  too? 

A.  No;  such  pro-rating  as  was  made,  which  was  only 
slight,  was  based  upon  the  number  of  stations  and  the  book 
value  of  the  property  as  shown  as  of  those  dates,  with  the 
number  of  stations  operated  used  as  a  guide. 

Q.  Then  in  getting  at  that  you  had  the  original  books  of 
the  subsidiary  Companies,  all  the  subsidiary  Companies,  at 
your  disposal? 

A.  Yes,  from  that  date  forward;  from  1885  forward. 

Q.  In  1885  none  of  the  Companies  had  any  plant  outside 
of  the  State  of  Pennsylvania? 

A.  I  cannot  remember  the  details. 

AIr.  Swayze  :  No,  none  of  them  had  any  plant  outside 
of  the  State  of  Pennsylvania  at  that  time. 

By  Mr.  Evans  :— 

O.  All  the  rest  of  your  figures  are  from  the  original  books, 
are  they,  all  the  rest  of  the  figures  in  these  charts  PP  and  Q.Q'i 

A.  Yes.  they  are  all  taken  from  the  original  books ;  but. 
as  I  stated  before,  there  were  some  adjustments  of  these  operat- 
ing accounts,  some  charges  that  were  made  that  we  considered 
not  to  be  operating  charges.  Occasionally  there  would  be  a 
charge  that  seemed  as  if,  from  all  the  evidence,  it  was  not  an 
operating  expense.  There  were  a  few  adjustments  made  in  the 
operating  expense  columns,  and  that  is  all  I  can  recall  that  were 
made  there. 

Q.  Your  net  earnings,  as  shown  on  those  charts,  are  the 
result  of  these  adjustments  that  you  speak  of,  are  they  ? 

A.  Yes,  sir. 

Q.  In  other  words,  you  did  not  take  the  net  earnings  as 
shown  by  the  books  of  the  Company:  you  took  part  of  the 
earnings  and  put  them  back  into  operating  charges,  to  keep 
up  the  plant,  did  you  not? 

A.  I  do  not  exactly  understand  that  question. 

Q.  Take  the  figures  $199,052,  for  1885.  They  are  not  the 
figures  show^i  by  the  books  of  the  Company  as  net  earnings, 
are  they? 
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A.  They  are  the  prorated  net  earnings  for  that  year,  yes 
Of  course,  you  understand,  in  that  year  probably  that  is  the 
correct  net  earnings,  if  there  was  no  pro-rating.  I  cannot 
remember  the  detail,  as  to  whether  there  was  any  pro-rating 
for  that  year  or  not.  If  not,  then  those  represent  the  true  net 
earnings. 

Q.  You  have  no  set-up  showing  the  separate  Companies 
whose  books  you  have  examined  ? 

A.  No,  I  have  not  here.  We  have  in  the  office  a  compila- 
tion from  which  these  were  summarized. 

Q.  Your  net  earnings  of  $199,000, — that  was  for  the  year 
ending  December  31,  1885? 

A.  Yes. 

Q.  Could  you  tell  from  that  what  the  dividends  paid  that 
year  were? 

A.  There  is  a  separate  tabulation  of  dividends  that  T  have 
not  presented  here.    That  has  been  made. 

Mr.  Swayze  :    We  will  present  at  a  later  date  a  tabulation 
of  dividends. 
By  Mr.  Evans  : — 

Q.  Your  total  net  earnings  show  only  thirty-seven  million 
some  dollars? 

A.  Yes. 

O.  Do  you  know  that  the  dividends  were  more  than  forty 
million  dollars? 

A.  Yes,  I  know  they  were.  The  Company  owns  a  very 
considerable  amount  of  stock  in  other  companies,  the  net  earn- 
ings from  which  are,  I  believe,  a  very  large  sum  during  re- 
cent years,  but  I  did  not  go  into  any  earnings  from  stock  or 
investments  in  other  property.  This  relates  only  to  operating 
income  and  operating  net  earnings.  I  took  into  consideration 
nothing  outside  of  the  State  of  Pennsylvania,  or  no  invest- 
ments made  by  this  Company  in  other  companies'  securities. 

O.  How  did  you  decide  what  sums  to  take  out  of  the 
earnings  and  put  into  the  operating  expenses? 

A.  Those  are  shown  in  the  ledgers  of  the  Company,  the 
statements. 

O.  You  said  there  was  an  adjustment  necessary,  some- 
thing you  thought  should  be  charged  to  operating  expenses? 
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A.  There  were  a  few  minor  adjustments  w'hich  we  are 
prepared  to  show.  They  do  not  amount  to  much.  My  recol- 
lection is  that  they  total  only  a  few  hundred  thousand  dollars 
in  the  aggregate. 

O.  Then  from  the  books  of  the  Company  that  were  put 
before  you,  an  accountant  could  find  out  exactly  how  much 
money  went  into  these  Companies  and  where  that  money 
came  from,  could  he  not? 

A.  I  do  not  know  whether  he  could  find  where  it  came 
from.     He  certainly  could  find  what  went  in. 

Q.  He  could  find  what  stock  was  issued  and  what  was 
paid  for  it? 

A.  I  think  likely  he  could.  I  have  not  made  any  attempt 
to  investigate  that ;  I  think  he  could.  I  would  emphasize  that 
these  are  only  net  earnings  from  operation  and  not  from  in- 
vestment, and  their  dividends  have  exceeded  those  net  earn- 
ings because  they  have  had  quite  large  investments. 

Bv  Mr.  Trinkle  : — 

O.  I  think  you  testified  several  times — I  just  want  to 
make  it  entirely  clear — that  you  have  no  knowledge  of  just 
how  the  money  was  put  into  this  property? 

A.  No,  I  have  not  made  a  study  of  where  the  money 
came  from. 

By  Commissioner  Tone: — 

O.  If  there  was  a  deficit  in  most  of  these  years,  as  shown 
in  column  G  in  Exhibit  OQ,  would  that  indicate  whether  the 
rates  were  too  low  those  years  or  not? 

A.  The  rates  might  have  been  slightly  too  low,  Init  it  is 
very  hard  to  tell  what  affected  that  deficit,  whether  it  was 
too  low  rates  or  too  rapid  extension  of  the  plant,  or  whether 
the  normal  extension  resulted  in  that  deficit.  It  is  very  hard 
to  go  back  and  say  just  what  caused  the  deficit.  I  just  sim- 
ply present  the  facts  for  what  they  are  worth.  A  deficit  be- 
low eight  per  cent,  is  apparent,  but  I  could  not  say  as  to 
whether  the  rates  were  too  low  at  that  time,  in  any  of  those 
particular  years. 
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Bv  Mk.  Evans: — 

y.  One  other  question  :  your  column  of  additions  to  the 
property  ckn-ing  the  year;  where  did  you  get  those  figures? 

A.  Tliose  are  taken  from  the  plant  account,  ledger  state- 
ments. 

O.  IMant  accounts  of  the  different  Companies? 

A.  Of  the  dift'erent  Companies. 

O.  Do  you  recall  how  many  Companies  you  had  ex- 
amined in  1885,  how  many  different  sets  of  hooks? 

A.  I  do  not.  The  detail  of  this  compilation  was  done 
under  my  direction,  and  I  did  not  attempt  to  summarize  all 
these  figures  individually.  I  cannot  remember  how  many 
books  there  were,  how  many  Companies  there  w^ere  involved. 

O.  You  did  not  make  up  a  chart  for  each  of  the  Com- 
panics  you  examined,  and  then  compile  this  from  an  addition 
of  those  separate  charts? 

A.  There  was  a  chart  made  for  the  plant  investments  and 
for  the  gross  revenue  and  for  the  operating  expenses  for  each 
Company,  and,  after  making  necessary  pro-rations,  those  were 
summarized  into  the  tables  here,  and  from  these  columns  were 
calculated  the  development  cost  for  this  composite  company, 
you  might  say,  for.  the  State  of  Pennsylvania. 

O.  You  have  not  any  chart  which  would  show  the  Bell 
of  Philadelphia,  for  instance? 

A.  Xo. 

O.  With  each  one  of  these  items  set  out? 

A.  Xo,  I  do  not  think  so.  I  have  not  made  one  m}'self,  at 
any  rate. 

By  Commissioner  Brecht: — 

Q.  Explain  how  the  expansion  or  extension  of  a  plant 
should  enter  into  the  annual  deficit. 

A.  The  Company  has  been  adding,  in  recent  years,  close 
to  three  million  dollars  of  additional  plant  each  year,  exten- 
sions of  its  existing  lines,  reaching  out  for  new  business;  and, 
for  example,  where  they  build  lines  out  into  rural  communities, 
imtil  those  communities  grow^  up.  until  there  is  more  business 
for  those  lines,  there  is  obviously  a  less  chance  of  making  a 
fair  return  than  there  is  already  on  the  established  business  in 
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the  larger  centres,  and  this  constant  extension  of  the  Hnes  re- 
sults in  a  constant  deficit  on  that  part  of  the  property  that  is 
being  added  to  the  plant.  As  I  stated  before,  the  average  age 
of  this  investment  in  plant  is  only  about  seven  and  a  half  years. 
In  other  words,  while  the  Company  has  its  original  nucleus, 
back  thirty  years  or  more  ago,  the  actual  dollars  invested  are 
actually  only  about  seven  and  a  half  years  old,  showing  how 
young  most  of  the  plant  is  ;  and  that  young-  plant  is  continuing 
to  show  a  slight  deficit. 

By  Commissioner  Tone: — 

O.  So  the  charges  of  some  of  that  deficit  have  been  put 
on  the  patrons  of  the  back  years,  borne  by  them,  instead  of 
carrying  it  forv>ard  and  putting'  it  on  the  present  and  the 
future  ? 

A.  Xo,  the  deficit  shows  each  year  in  which  it  occurs. 
It  is  really  the  future  that  has  to  make  up  the  deficit,  rather 
than  the  past.  If  you  build  out  into  a  new  country  and  suffer 
a  deficit  during,  say,  five  or  six  years  on  that  line,  then  you 
have  got  to  get  it  out  of  the  future,  not  out  of  the  past. 

Q.  But  these  deficits  have  been  running  for  twenty  years? 

A.  I  know  it,  and  each  additional  property  \\\\\  cause  some 
deficit;  each  increment  to  the  property  results  in  a  deficit  for 
that  property,  so  that  you  may  go  along,  as  long  as  you  are 
continually  building  new  plant,  and  continually  have  some 
deficits  occurring.  You  cannot  entirely  escape  deficits.  The 
older  plant,  in  the  centres  of  population,  is  unquestionably 
showing  a  surplus  as  contrasted  with  the  newer  plant. 

O.  And  this  deficit  occurring  back  in  the  90's  you  now 
propose  to  repair  by  charging  a  higher  rate  in  1914? 

A.  But  that  particular  deficit  may  have  been  wiped  out. 
You  cannot  lay  your  finger  on  when  it  was  wiped  out.  It  may 
have  been  offset  in  previous  years,  and  we  are  now  confronted 
with  new  deficits  that  have  occurred  since  that  time. 

Q.  It  is  all  accumulated  in  your  totals? 

A.  Yes,  but  that  $150,000  in  1890  might  be  regarded  as 
having  been  wiped  out,  say.  by  1895  or  1900.  That  is  gone, 
but  other  deficits  have  come  in,  due  to  additions  of  new  prop- 
ertv  and  the  extensions  of  the  lines.    That  original  deficit,  that 
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occurred  on  that  particular  property  that  was  built  in  1895, 
in  my  opinion  has  long  since  been  wiped  out  on  that  property. 
It  is  earning  enough  to  have  wiped  out  its  own  deficit. 

O.  But  have  you  not  carried  it  all  forward  into  the  deficit, 
or  development  cost? 

A.  It  is  all  carried  forward  in  the  sense  that  there  is  no 
attempt  made  to  show  what  particular  part  of  the  system  it  is 
of  the  whole.  It  is  all  lumped  in  together,  the  new  with  the 
old.  The  older  part  is  unquestionably  showing  a  surplus  and 
the  newer  extensions  showing  a  deficit,  but  it  would  be  imprac- 
ticable to  put  your  finger  on  just  how  much  the  surplus  is  in 
one  place  and  how  much  the  deficit  is  in  another,  so  for  that 
reason  it  is  carried  as  a  grand  total. 

O.  If  you  put  the  whole  amount  into  capital  at  present, 
that  will  increase  the  charge  to  be  made  for  service  in  coming 
years? 

A.  Yes,  but  I  call  attention  to  this  fact,  that  that  $9,800,- 
000  is  nearly  all  of  it  made  up  of  the  accrued  depreciation,  if 
not  all  of  it.  Air.  Hayward's  figures  of  accrued  depreciation 
are  eleven  million  dollars,  and  at  the  time  that  this  table  ends, 
the  depreciation  reserve  totaled  something  like  seven  million 
dollars  and  a  half.  Therefore,  practically  all  of  that  deficit  is 
accrued  depreciation,  and  nothing  more.  It  is  a  little  more  in 
addition  to  that,  not  much.  If  Mr.  Hayward's  figures  of  eleven 
million  dollars  are  correct,  the  deficit  in  fact  is  a  little  bit  larger 
than  this  ten  million  dollars. 

By  AIr.  Marye: — 

O.  It  is  the  difference  between  that  ten  million  dollars 
there  and  the  eleven  million  dollars  he  has  estimated  as  already 
accrued  in  the  plant? 

A.  It  is  the  difference  between  the  depreciation  reserve 
that  actually  existed  up  to  this  date  and  Air.  Hayward's  estima- 
tion of  the  accrued  depreciation. 

O.  And  his  estimate  of  the  accrued  depreciation,  of  eleven 
million  dollars,  exceeds  the  total  result  that  you  have  arrived 
at  by  your  method  here? 

A.  Yes,  it  does ;  about  a  million  dollars  in  excess. 
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O.  So  the  deficit  that  you  show  here  is,  in  effect,  more  than 
offset  by  the  accrued  depreciation  ? 

A.  Putting"  it  roughly,  what  you  deduce  from  this  is  that 
the  development  cost  on  the  agency  theory,  on  an  eight  per 
cent,  fair  return  basis,  is  enough  to  offset  the  accrued  deprecia- 
tion, and  leave  something  like  two  million  dollars  in  excess. 

Q.  Is  that  after  you  have  corrected  your  figures  so  as  to 
provide  an  adequate  reserve,  or  just  taking  the  present  re- 
serve ? 

A.  Just  taking  the  present  reserve  as  it  stands,  assuming 
that  to  be  adequate. 

By  Commissioner  Tone: — 

O.  Did  he  not  accumulate  his  eleven  million  dollars  by 
practically  the  same  process  as  you  did,  by  development  costs 
which  were  not  met  at  the  time  they  occurred? 

A.  Yes ;  there  are  three  set-ups,  or  statements  of  accrued 
depreciation,  and  it  is  rather  confusing  to  have  them  before 
us  without  the  tables  that  accompany  them.  One  is  the  seven 
and  a  half  million  dollars  that  was  actually  built  up  in  the 
form  of  a  depreciation  reserve,  upon  which  this  table  is  based, 
this  table  OO.  ^Ir.  Hayward  has  another  table  of  the  cost 
of  establishing  the  business,  in  which,  as  I  remember  it,  the 
accrued  depreciation  estimated  during  six  years  would  be 
eight  million  dollars.  Then  there  is  still  his  third  table ;  tak- 
ing the  average  age  of  the  plant,  he  estimated  what  its  ac- 
crued depreciation  is,  based  upon  the  straight-line  formula, 
and  found  it  to  be  something  over  eleven  million  dollars. 
You  have  those  three  accrued  depreciations,  as  you  might  call 
them,  and  it  is  quite  confusing  unless  you  associate  each  one 
with  the  table  from  which  it  was  derived,  or  with  which  it 
should  be  compared. 

By  Mr.  jNIarye  : — 

Q.  The    figure    for    depreciation    that    appears    in    your 
study,  and  the  corresponding  figure  that  appears  in  Mr.  Hay- 
ward's   study  of  the  cost  of  estal)lishing  the  business,   con- 
stitute a  reserve  for  depreciation  that  in  your  study  has  ac- 
tually been  built  up,  and  in  Air.  Hayward's  table  is  an  esti- 
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mate  of  what  would  be  l)uilt  up  within  his  hypothetical  period 
for  reserve? 

A.  Precisely. 

O.  Whereas  the  eleven  million  dollars  to  which  he  re- 
ferred represents  the  accrued  depreciation  that  exists  in  the 
l)lant  as  it  stands  up? 

A.  Yes. 

O.  In  other  words,  that  latter  was  his  estimate  of  the 
accrued  depreciation  existing  in  the  up-standing  plant  that  is 
now  rendering  service? 

A.  Yes,  sir. 

O.  Whereas  the  other  two,  to  wit.  the  one  that  you  have 
in  your  historical  study  and  wdiat  ^Ir.  Hayward  has  in  his 
estimate  of  the  cost  of  establishing  the  business,  are  funds 
built  up  as  a  reserve  to  care  for  such  accrued  depreciation 
when  it  shall  have  become  realized? 

A.  Yes. 

Bv  AIr.  AIarbury  : — ■ 

Q.  In  your  tables  PP  and  QO,  in  estimating  the  earn- 
ings of  the  Telephone  Company,  you  have  not  included  in 
any  way  the  dividends  from  stocks  of  other  companies  which 
may  have  been  owned,  have  you? 

A.  No,  sir,  I  have  eliminated  everything  except  operat- 
ing income  and  operating  expense,  and  plant  actually  used  in 
those  operations. 

0.  I  understood  you  at  the  last  hearing  to  tell  me  you 
had  no  knowledge  yourself  of  Avhat  those  operating  expenses 
were,  you  simply  took  them  from  the  books? 

A.  That  is  so. 

O.  If  it  should  be  found  that  some  of  those  operating 
expenses  were  the  cost  of  purchasing  stock  of  other  com- 
panies, then  the  receipts  from  the  dividends  of  those  stocks 
should  be  included  in  the  earnings,  should  they  not? 

A.  Yes;  if  operating  expenses  had  been  so  recorded  im- 
properly, then  that  correction  would  have  to  be  made. 

Bv  Mr.  M.\rve: — 

O.  \\'ere  thev  so  recorded? 
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A.  I  found  no  evidence  of  it.  I  cannot  say  ft  might  not 
have  been  done,  but  I  found  no  evidence  of  it. 

O.  In  other  words,  in  }our  revenue  you  have  no  revenue 
from  such  investments,  and  in  your  expenses  you  have  no 
expense  incident  to  caring  for  such  investments? 

A.  No. 

Mr.  ]\Iarbi-rv  :  He  said  he  did  not  know  what  they 
were. 

The  Witness  :  I  simply  took  their  accounts,  assuming 
them  to  be  correct.  Of  course,  I  have  not  investigated  the 
entries  in  those  accounts,  which  are  enormous  in  number,  but 
I  assumed  the  books  to  have  been  honestly  kept. 

Bv  ^vIr.  AIarbury  : — 

O.  It  might  be  a  proper  operating  expense? 

A.  Oh,  no.  it  would  not  be  an  operating  expense.  It 
would  cease  to  be  an  operating  expense;  the  minute  they 
bought  stock  in  another  company,  that  is  an  investment,  not 
operating  expense. 

Bv  ]\Ir.  Trixkle: — 

O.  I  would  like  to  ask  you  a  question  or  two  about  prop- 
erty devoted  to  public  use.  Do  you  know  what  proportion  of 
the  property  of  these  Companies  is  not  actually  devoted  to 
public  use  now? 

A.  I  made  no  investigation  of  that.     I  cannot  tell  you. 

Q.  Do  you  know  what  proportion  of  the  conduits  laid  in 
the  streets,  for  example,  is  not  devoted  to  public  use  actually 
now  ? 

A.  No,  I  do  not  know. 

Q.  You  do  know  that  the  lot  of  ground  in  Philadelphia 
at  Broad  and  Spruce  Streets  is  not  being  used  b}'  the  Bell 
Telephone  Company  now  ? 

A.  There  is  an  item  of  land  set  up  separately  from  the 
other  land  in  Air.  Ha\  ward's  statement,  and  I  asked  why  that 
was  put  separately,  and  the  statement  I  received  was  that 
there  is  no  building  upon  that  land  at  present. 
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Bv  Mr.  Marye:— 

Q.  No  telephone  building? 

A.  No  telephone  building,  I  should  say. 

I5v  Mr.  Trinkle: — • 

O.  Is  that  comprehended  in  your  estimate? 

A.  Yes,  I  made  no  deduction  for  that,  because,  I  take  it, 
the  Company  will  bring  out  any  question  of  any  property  not 
operated  for  public  purposes. 


Mr.  Marye:  Before  we  adjourn,  I  would  like  to  state 
to  the  Commission  that  we  have,  for  the  present,  finished 
with  Mr.  Gillette,  but  we  will  understand  that  if,  at  any  time 
in  the  future,  before  the  case  is  closed,  the  Commission  desire 
Mr.  Gillette,  or  any  particular  witness,  recalled,  we  will  be 
very  much  pleased  to  bring"  them  back  at  any  time  for  further 
examination. 

Mr.  Swayze  :  There  is  no  reason  he  should  not  go  away 
about  his  business  now,  is  there? 

The  Chairman  (Mr.  Wallace)  :     No. 


At  5  :25  P.  M.  the  Commission  adjourned  to  meet  Thurs- 
day, February  19,  1914,  at  10  A.  M. 
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Present : 

Commissioners  Wallace,  acting  Chairman;  Tone, 
Penxypacker,  Johnson,  Brecht,  and  Wright. 

\\'iLLiAM  X.  Trinkle,  Esq.,  and  Berne  H.  Evans. 
Esq..  counsel  for  the  Commission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  FiNLEY  Frencli^  Esq.,  and  Ogle  Marbury. 
Esq.,  counsel  for  Pittsburgh  Chamber  of  Com- 
merce. 
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X.\Tii.\.\    I  l.\v\\'.\ki\.  recalled. 

By  Mr.  M.\kVE:— 

O.  In  connection  with  your  testimony  in  reference  to 
vour  estimate  of  the  cost  of  establishing  the  business  of  these 
Telephone  Companies  in  Pennsylvania,  at  a  prior  hearing  you 
stated  that  you  were  preparing  an  exhibit  on  which  you  would 
coordinate  the  various  curves  which  you  used  in  arriving  at 
your  estimate  of  such  cost.  Have  you  completed  that  study 
and  ha^'e  you  prepared  it  in  the  shape  of  an  exhibit  to  present 
to  the  Commission? 

A.  Yes,  sir. 

O.  Is  that  exhibit  contained  in  the  three  sheets  of  paper 
I  now  show  you  ? 
A.  Yes,  sir. 

( Charts  entitled  "The  Bell  Telephone  Company  of  Penn- 
sylvania and  The  Central  District  Telephone  Company  in 
Pennsylvania,  Distribution  of  Construction  Expenditures  over 
a  period  of  Six  Years  used  in  calculating  Interest  and  Oper- 
ating Expenses  during  Development ;  Distribution  of  Expendi- 
tures for  Construction  and  Operation  not  including  Appro- 
priation to  Reserve  for  Depreciation  over  a  ]:)eriod  of  Six 
Years,  used  in  calculating  Interest  and  Operating  Expenses 
during  Development:  Determination  of  Interest  and  Operat- 
ing Expenses  during  Development"  offered  in  evidence  and 
marked  Exhibit  YY.  sheets  1-3.) 
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O.  ^^  ill   you.   very   briclly   please,   explain   your   Exhibit 
YY,  takinjrr  first  Exhibit  YY-'l  ? 

A.  The  question  was,  why  should  not  a  five-year  period 
have  been  used  rather  than  a  six-year  period.  It  was  asked 
at  the  time  the  original  exhibit  was  put  in,  and,  at  the  request 
of  Mr.  Tone,  I  made  a  study  on  a  five-year  period,  and  made 
the  statement  that  the  five-year  period  did  not  come  out  as 
.economically  as  the  six-year  period,  and  attempted  to  explain 
it.  and  I  was  asked  at  that  time  to  put  the  matter  in  the  form 
of  a  curve,  so  as  to  explain  more  clearly  the  reasoning.  YY-1 
represents  the  curves  that  were  put  in  on  different  exhibits, 
all  com1)ined  together  in  the  form  of  percentages  on  one  paper, 
so  as  to  represent  the  way  the  jobs,  different  parts  of  the 
jobs,  start  at  different  times  and  the  speed  with  which  they 
are  brought  to  a  close.  The  heavy  line  running  up  through 
the  middle  represents  the  percentage  of  the  total  work  done. — 
that  is  the  coordinated  curve,  the  coordinated  line,  repre- 
senting all  the  other  curves.  The  original  question  as  Mr. 
Tone  asked  it,  as  I  understand  it,  was,  why  should  not  that 
heavy  line  have  been  continued  up  as  a  straight  line,  so  as  to 
reach  lOO/c  at  the  end  of  the  fifth  year,  instead  of  sloping 
down,  as  given  here,  and  reaching  100%  at  the  end  of  the 
sixth  year.  That  is  my  understanding  of  the  question  that  T 
was  to  answer. 

Pa'   Co^rMISSTONER  Joiixsox: — 

O.  It  is  obvious  that  the  shorter  the  period,  the  less  the 
development  cost  Avould  be  for  the  period,  is  it  not? 

A.  Unless  in  shortening  up  the  period  vou  increase  the 
expense  per  unit.  If  we  turn  now  to  Exhibit  YY-2.  we  have 
it  here  co(")rdinated  in  dollars  and  cents.  YY-1  was  on  per- 
centages. 

Rv  Commissioner  Tone: — 

O.  AA'hat  was  that  percentage  iiascd  on  ?  What  was  the 
standard? 

A.  The  amount  of   work   done  to   time.     This    (vertical 
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line)   is  the  percentage  amount  of  work  and  this   (horizontal 
line)  is  the  number  of  years. 

O.  What  was  the  basis  of  comparison? 

A.  Take  for  instance  land:  in  the  third  quarter  of  the 
first  year  we  had  spent  no  money  on  land.  We  started  at  that 
time  to  s])end  money  on  land.  That  money  went  on  being 
spent  until,  at  the  end  of  the  first  quarter  of  the  second  year, 
or  rather  the  second  quarter  of  the  second  year,  we  had  spent 
a  little  over  7~)%  of  all  the  money  we  did  spend  on  land 
We  then  stoj^ped  spending  any  mone}'  on  land  for  a  period, 
until  the  first  quarter  of  the  third  year,  when  we  be- 
gan spending  money  again,  and  at  the  end  of  the  second 
quarter  of  the  third  year  we  had  completed  all  expenditure 
on  land.  Now,  as  far  as  the  buildings  were  concerned,  we 
began  spending  money  on  buildings  at  the  end  of  the  last 
quarter. 

By  Mr.  Marye  : — 

O.  Of  what  year? 

A.  Of  the  first  year,  or  three  months  after  the  time  that 
we  began  buying  land,  and  we  continued  almost  along  a 
straight  line — not  quite  a  straight  line — to  spend  that  money 
on  buildings  until,  at  the  end  of  the  third  quarter  of  the 
fourth  year,  we  had  spent  all  the  money  on  buildings. 

By  Commissioner  Tone: — 

O.  Take  the  land  at  the  end  of  the  first  year:  you  had 
spent  2Sjc  ? 

A.  Yes,  sir. 

Q.  How  did  you  arrive  at  the  location  for  the  large  curve, 
that  is,  the  heavy  line  curve  at  that  point?  Did  you  take  the 
total  land  expenditure  percentage  of  the  total  gross  expendi- 
ture ? 

A.  Yes,  sir. 

O.  And  then  the  large  curve  was  25%  of  that? 
.  A.  Yes,  sir.    At  the  end  of  the  first  year,  the  heavy  curve 
had  reached  a  point  of  about  one  per  cent.     The  expenditures 
that  had  been  made  for  construction  up  to  that  period  were 
one  per  cent,  of  the  total. 
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Q.  And  that  was  25%  of  the  total  land  cost;  is  that  it: 

A.  And  the  amount  that  had  been  expended  on  land  up 
to  that  period  was  25%  of  the  total  amount.  There  had 
been  some  other  moneys  spent  due  to  organization,  but,  leaving 
that  out.  we  might  say  that  practically  25%  of  the  land  is 
one  per  cent,  of  the  total.     There  is  a  little  correction  in  there. 

O.  Your  final  curve  is  liased  on  a  percentage  of  the  total 
cost? 

A.  Yes,  sir. 


By  Commissioner  Johxsox  : — 

Q.  Where  do  you  chart  your  organization,  or  overhead, 
expenses  here? 

A.  I  have  not  done  so.  I  probably  should  have.  They  are 
a  small  part  of  the  whole.  You  see,  I  was  trying  to  give  a 
picture,  in  as  simple  a  way  as  I  could,  of  the  problem,  as  I 
understood  it.  that  Mr.  Tone  gave  me. 

Now  taking  the  total  money  that  was  spent  for  the  dif- 
ferent items,  I  plotted  them  on  Exhibit  YY-2,  the  lower 
curve  on  this  exhibit  being  the  amount  of  money  spent  in  each 
quarter  for  land;  the  next  curve  is  land  plus  buildings;  the 
next  is  land  plus  buildings  plus  rights  of  way,  etc.,  up  until  the 
top  curve,  which,  you  see,  represents  the  money  spent  for  land, 
plus  buildings,  plus  all  other  construction  charges,  plus  operat- 
ing expenses,  the  curve  at  the  top  representing  the  total  outgo 
in  money,  no  matter  whether  it  went  to  construction  or  expense 
during  the  six-year  period.  Now  right  away  you  can  see  that 
that  curve,  after  it  reaches  the  end  of  the  third  year,  is  nearly 
a  straight  line.  It,  however,  slopes  off  a  little  toward  the  end — 
not  as  much  as  the  construction  curve  does,  hut  a  little.  In  order 
to  show  exactly  why  that  slopes  off,  I  have  drawn  two  curves 
on  YY-3.  The  upper  curve  on  YY-3  is  the  same  as  the  upper 
curve  on  YY-2.  The  lower  curve  on  YY-3  is  the  curve  which 
represents  the  cost  of  labor,  not  including  operating  labor — the 
cost  of  men  labor  for  both  construction  and  operating  over  the 
whole  period,  in  the  six-year  period.  W'hat  we  attempted  to  do 
w^as  to  make  the  program  of  such  a  type  that  the  number  of 
men  working  in  the  employ  of  the  Company  should  be  a  con- 
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stant  figure,  that  you  should  not  have  to  develop  gangs,  lay 
them  off  and  then  develop  them,  and  that  was  the  object. 
Now  you  can  see  that  that  line  is  practically  a  straight  line, 
except  for  a  slight  rise  in  the  curve  at  the  end  of  the  fourth 
year;  but  the  attempt  was  to  make  that  a  straight  line.  That 
is  what  we  have  done  in  this  exhibit. 

By  Mr.  Marye  : — 

Q.  To  your  mind,  what  does  that  demonstrate  ? 

A.  That  demonstrates,  to  my  mind,  that  if  you  take  a  five- 
year  period  you  would  not  get  a  lower  figure  than  if  you  took 
a  six-year  period. 

Q.  And  that  is  arising  out  of  the  fact  that,  in  that  period, 
you  could  not  so  organize  your  labor  as  to  get  the  best  results 
from  it? 

A.  Yes ;  the  unit  costs  would  have  increased  and  more 
than  offset  the  interest  savings. 

By  Commissioner  Johnson: — 

Q.  In  other  words,  you  think  that  if  you  had  finished  the 
work  in  five  years,  you  would  have  been  obliged  so  to  increase 
your  labor  force  as  to  have  added  to  your  expense? 

A.  Yes,  sir. 

Q.  You  are  convinced  that  you  could  not  have  steadily 
added  to  your  labor  force  and  kept  up  increasing  the  force  so 
as  to  keep  the  work  at  its  maximum  speed  and  finish  the  work 
in  five  years? 

A.  That  would  have  meant,  sir,  that  you  would  have  post- 
poned bringing  it  to  a  head  as  early  in  the  time.  You  see  what 
you  do :  you  bring  your  forces  up  to  the  maximum  somewhere 
around  the  end  of  the  third  year,  and  then  3^ou  keep  that  force 
steadily  at  a  maximum  over  the  whole  period.  Now  if  vou 
could  have  run  a  bigger  force  than  that,  the  thing  to  have  done 
would  be  to  bring  that  force  also  to  a  maximum  as  early  as 
possible. 

Q.  ^ly  thought  was.  why  not  take  on  more  men  the  last 
year  and  finish  up,  instead  of  dragging  along  another  vear? 
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A.  If  you  could  take  on  more  men  the  last  year,  wiiy  not 
take  them  on  earlier? 

Q.  You  might  not  have  use  for  them. 

A.  You  might  organize  so  yoti  could  have  use  for  them. 

By  Mr.  Marve  : — 

O.  In  other  words,  if  you  had  assumed  a  shorter  period, 
your  preliminary  organization  expenses  would  have  been 
larger  ? 

A.  Yes,  sir. 

Q.  Than  they  would  have  been  in  a  six-year  period? 

A.  Yes,  sir. 

Q.  And  much  larger  than  you  assumed  in  your  estimate 
of  the  cost  of  establishing  the  business? 

A.  Yes,  sir. 

By  Commissioner  Tone: — 

Q.  You  feel,  from  these  curves,  that  you  ought  to  have 
time  in  this  replacement  theory  to  develop  the  organization  of 
the  Company,  or  to  reproduce  the  organization  of  the  Company, 
as  well  as  to  reproduce  the  property  of  the  Company  ? 

A.  Is  not  that  almost  a  truism?  If  you  are  going  to  repro- 
duce a  company,  any  operating  company,  you  have  to  have  time 
to  reproduce  the  operating  force. 

Q.  But  we  are  getting  the  replacement  value. 

A.  Replacement  value  of  the  Company  in  operation. 

Q.  As  a  property? 

A.  Of  the  property. 

Q.  You  see,  you  take  nine  months  here  to  even  start  the 
thing  going,  to  organize  the  company. 

A.  B.ut  in  that  nine  months  you  have  spent  very  little 
money.  What  you  have  done  is  to  draw  plans.  You  see  that 
nine  months  that  starts  ofif  really  has  very  little  elTect  on  your 
answer.  It  is  the  nine  months  that  you  use  in  laying  out  your 
plant.  You  have  not  spent  any  money  and  you  have  not  any 
interest.  You  have  spent  a  little  money,  but  it  is  so  little  in 
comparison  to  the  whole  that  it  does  not  aflfect  the  answer. 
Even  if  you  have  not  built  up  any  operating  organization,  you 
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would  liave  to  have  that  nine  months  to  decide  where  your  lots 
are  ^oinj^  to  be ;  before  you  can  buy  your  lots,  you  have  got  to 
lay  out  the  plan  of  your  whole  lots.  Take  Pittsburgh :  you 
have  got  to  make  what  you  call  a  fundamental  plan,  a  conduit 
plan  of  Pittsburgh ;  you  cannot  buy  a  lot  unless  you  know 
where  your  conduits  are  going  to  be,  because  the  lot  coordinates 
with  the  conduit.  All  that  has  to  be  done.  I  would  hate  the 
job  of  having  to  do  it  in  nine  months,  but  I  think  it  could  be. 

By  Mr.  Marve  :^ 

O.  Looking  at  these  exhibits,  which  you  have  just  filed,  in 
connection  with  those  you  have  previously  filed,  did  you  not, 
in  fact,  estimate  that  the  plant  and  organization  of  the  com- 
pany would  be  completed  in  about  five  years  and  three  months, 
and  the  rest  of  the  period  was  bringing-  the  operating  condi- 
tions up  to  the  point  that  they  had  reached  at  the  time  of  your 
study  ? 

A.  Of  course,  it  depends  upon  what  you  mean  by  com- 
pleting the  plant.  If  you  assume  that  completing  the  plant 
means  building  the  plant  after  the  plans  are  all  completed,  that 
would  be  somewhere  near  true.  If  you  assume  the  plans  are 
part  of  building  the  plant,  then  that  is  not  true. 

O.  Did  you  hear  all  of  Mr.  Gillette's  testimony  in  this 
case? 

A.  Yes,  sir. 

Q.  Have  you  read  it  over? 

A.  Yes,  sir. 

Q.  Analyzed  it  and  thought  over  it? 

A.  Yes,  sir. 

Q.  Do  you  recall  that,  in  his  testimony,  'Mr.  Gillette,  in 
discussing-  the  whole  subject  of  depreciation,  when  referring  to 
the  accruing  depreciation  of  the  plant  and  also  to  the  provisions 
in  the  shape  of  annuities  to  be  set  aside  to  reserve  to  care 
therefor,  used  the  term  "functional  depreciation."  which  he 
defined  ? 

A.  Yes,  sir. 

Q.  As  being  one  of  the  elements  of  the  broadly  defined 
depreciation  ? 

A.  Yes,  sir. 
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O.  The  other  element  being  "natural  depreciation  ;"'  and,  as 
I  recall  his  definition,  natural  depreciation  was  what  is  happen- 
ing in  the  plant,  due  to  the  causes  of  nature,  whereas  functional 
depreciation  was  those  things  that  w-ere  taking  place  in  the 
plant  and  causing  its  retirement,  due  to  the  forces  of  society, 
or  social  forces,  such  as  inadequacy,  obsolescence,  public  re- 
quirements, etc.  So  understanding  Mr.  Gillette's  definition  and 
discussion,  is  there  such  a  thing  as  functional  depreciation  in 
the  telephone  properties  of  your  Companies  here  in  Pennsyl- 
vania ? 

A.  Yes,  sir. 

O.  Has  that  been  going  on  throughout  the  entire  history 
of  such  properties? 

A.  Yes,  sir. 

O.  Before  going  into  that  subject  in  detail,  and  in  order 
that  what  you  may  subsequently  say  w'ill  possibly  be  a  little 
plainer  to  the  Commission,  would  you  kindly  explain  the 
simplest  operation  that  takes  place  in  the  central  office  equip- 
ment of  one  of  your  Companies,  when  a  connection  is  made 
to  transmit  a  communication  from  one  of  your  subscribers  to 
another,  as  it  appears  in  this  picture  that  we  have  here  in  the 
room  to-day.     (Referring  to  dummy  switchboard.) 

A.  In  order  to  give  an  indication  of  the  intricacies  of  the 
telephone  business,  I  have  had  drawn  up  by  one  of  the  men  in 
my  department — or,  to  put  it  more  fairly,  one  of  the  men  in 
my  department  drew  it  up  and  I  accepted  it,  he  having-  thought 
of  it  and  originated  the  idea — a  diagram  showing  the  simplest 
connection  that  we  make.  We  took  the  simplest  connection 
that  we  make,  not  because  we  did  not  have  men  with  ingenuity 
enough  to  show  anv  more  complicated  connection,  but  because, 
when  you  get  into  the  more  complicated  connections,  the  dif- 
ficult}' would  have  been  so  extreme  that  we  could  not  have 
made  it  possible  to  demonstrate.  The  reason  for  showing  this 
to  you  is  that,  ifi  the  telephone  business,  that  part  of  the  plant 
wdiich  is  most  intricate,  most  liable  to  change  and  most  im- 
portant as  an  element  in  the  cost  of  giving  service,  and  the 
most  important  in  affecting  the  quality  of  the  service,  is  a  part 
you  never  see.  The  subscriber  sees  the  telephone  and  a  bell 
box,  closed — the  outside  of  it;  he  does  not  see  it  open.     Some- 
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times  he  sees  the  li^lUiiin^'  arrester,  but  he  generally  does  not 
even  see  that.  'J'liat  is  represented  in  this  diagram  by  the  ap- 
paratus cHintained  within  the  circle  of  my  pointer  ( indicat- 
ing). He  sees  no  other  part  of  the  apparatus,  although  it  is 
all  absolutely  necessary  in  order  to  complete  the  call,  and  is 
full  of  complications. 
By  Mr.  Marve  :— 

0.  The  lightning  arrester,  as  you  term  it,  is  to  protect 
the  apparatus  of  the  subscriber  simply  against  lightning? 

A.  Lightning  and  high  potential  circuits. 

O.  What   do   you   mean   by   high   potential   circuits? 

A.  Any  voltage  over  a  voltage  that  is  a  proper  element 
for  the  telephone  apparatus  to  have.  The  telephone  apparatus 
operates  on  a  maximum  voltage  of  48  volts,  which  is,  in  the 
ideas  of  the  electric  light  men,  nothing  at  all.  The  ordinary 
electric  light  is  generallt'  110  or  220.  The  ordinarv  transmis- 
sion of  power  has  got  up  to  100,000  volts  now.  This  protects 
the  subscriber's  person,  premises,  and  apparatus  against  dan- 
ger which  might  be  caused  by  interference  with  circuits  for 
which  our  apparatus  is  not  designed. 

O.  In  other  words,  if  the  wire  of  another  company  using 
a  higher  current  gets  in  connection  w'ith  yours,  that  apparatus 
is  intended  to  try  to  keep  it  from  getting  into  the  subsbcriber's 
premises  ? 

A.  That  apparatus  will  cut  our  line  off  from  the  wiring 
within  the  residence. 

By  Commissioxer  Brecht: — 

O.  Against  how  heavy  a  voltage? 

A.  That  apparatus  is  designed  to  operate  satisfactorily 
up  to  5.000  volts.  Beyond  that  wq  protect  our  subscribers  by 
absolutely  not  having  our  lines  in  any  condition  where  it  is 
possible  to  get  into  touch  with  5,000  volts. 

By  Commissioner  Johnson: — 

O.  What  is  the  ordinary  voltage  of  a  trolley? 

A.  A  trolley  is  500.  Ordinary  electric  light  distribution 
is  2200.  The  reason  for  the  5.000  volt  differentiation  is  that, 
a  good  many  years  ago.  the  Underwriters  adopted  a  dift'eren- 
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tiation  of  5,000  volts  Ijetween  liigh  jjotential  and  low  potential 
circuits,  and  everything'  has  been  designed  since  then  under 
that  ruling,  and  the  result  is  that  the  5,000  volt  differentia- 
tion has  grown  up  to  be  an  accepted  fact,  because  ever^^thing 
has  been  designed  along  those  lines.  That  opens  up  the  line 
if  anvthing  over  a  hundred  gets  on.  If  it  gets  over  5,000 
it  will  open  the  line,  but  it  might  arc  across  the  terminals  of 
the  fuse.  We  do  not  trust  that,  and  we  do  not  want  to  trust 
that,  to  anything  over  5,000. 

Bv  Mr.  Marye:— 

O.  You  keep  your  lines  away  from  the  lines  of  companies 
using  niore  than  5,000? 

A.  Yes,  sir,  and  where  they  cross,  as  of  course  they  must 
cross  at  some  points,  the  design  of  the  crossing  is  such  that 
they  cannot  get  together. 

O.  That  is  the  object. — to  try  to  get  a  construction  to 
keep  them  absolutely  asunder? 

A.  Yes. 

Bt  Commissioner  Pennvpacker: — 

O.  There  are  companies  that  use  beyond  5.000  voltage? 

A.  Oh,  yes,  sir.  In  the  State  of  Pennsylvania  they  use 
up  to — I  think  the  highest  voltage  is  about  50,000  now? 

CoM^fissioNER  Tone:  I  presume  so,  fifty  or  sixty 
thousand. 

By  Mr.  Swayze: — 

O.  They  have  used  up  over  100,000  volts  in  other  places? 

A.  Oh,  yes,  but  in  Pennsylvania  they  are  a  little  bit  more 
conservative.  To  follow  the  line  of  thought  that  I  was  try- 
ing to  bring  out,  namely,  that  in  the  telephone  Imsiness  the 
customer  never  saw  the  difficulty  that  the  company  was  hav- 
ing in  giving  service :  a  customer  riding  in  a  railroad  train 
sees,  as  he  sits  in  his  seat,  the  miles  of  roadbed,  the  intricate 
operation  of  the  signal  system,  hundreds  of  locomotives  and 
thousands  of  cars,  and  he.  if  he  thinks,  realizes  that  he  can 
see  right  before  him  the  reason  whv  it  costs  so  much  to  travel, 
and.  if  anything"  goes  wrong,  he  can  look  out  the  window  and 
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see  what  is  \vron<^-  and  generally,  instead  of  being  angry  at 
the  delay,  he  is  impressed  with  wonder  at  the  way  the  organi- 
zation is  able  to  overcome  the  difficulty.  With  us,  just  due 
to  the  nature  of  the  business,  we  have  no  possibility  of  show- 
ing the  people  our  difficulties. 

By  Commissioner  Pennypacker: — 

O.  That  you  are  showing  us  now,  are  you  not? 
A.  I  am  trying  to  show  you ;  that  is  what  I  am  leading 
up  to.  Taking  the  diagram,  the  red  line  represents  the  talk- 
ing circuit,  the  circuit  used  by  the  subscriber  in  talking  to  the 
distant  points.  The  black  lines  represent  the  circuits,  the  ap- 
paratus associated  therewith,  which  are  necessary  to  aid  in 
completing  the  connection.  Taking  the  subscriber's  instru- 
ment, which  is  here,  this  (indicating  on  diagram)  represents 
the  transmitter,  which  corresponds  to  that  (indicating  actual 
transmitter).  This  is  the  receiver  (on  the  diagram),  corre- 
sponding to  the  receiver  here.  This  is  the  bell,  corresponding 
to  this.  This  is  our  induction  coil,  which  is  contained  also 
in  the  bell  box,  and  the  condenser,  which  is  also  contained  in 
the  bell  box.  The  subscriber  takes  his  telephone  off  the  hook 
and  completes  the  connection  at  his  station,  as  shown  by  that 
light ;  that  automatically  lights  the  light  in  the  central  office. 
That  is  lighted  through  the  operation  of  this  relay  (indicat- 
ing). Now,  if  you  will  work  your  hook  up  and  down,  you 
can  see  that,  when  the  subscriber  works  his  hook  up  and 
down,  it  operates  this  relay,  which  correspondingly  operates 
that  hght.  Now  in  this  part  of  the  plant  we  have  here,  this 
short  dotted  line  represents  the  total  outside  subscriber's 
plant.  In  other  words,  this  little  dotted  line  in  this  figure 
represents  thirty  million  dollars"  worth  of  plant,  something- 
like that.  At  this  point  (indicating)  the  central  office  begins. 
We  come  into  the  central  office,  and.  after  having  gone 
through  a  frame  which  distributes  the  lines  to  the  proper 
point,  we  immediately  come  to  the  protection  against  high 
potential  circuits  and  lightning,  similar  to  the  one  at  the  sub- 
scriber's place ;  not  exactly  the  same,  but  the  same  idea.  We 
then  run  up  into  the  switchboard,  and  from  this  point  to  this 
point    (  indicating  point  near  farther  end  of  diagram)    repre- 
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sents  the  apparatus  within  the  switchboard.     The  subscriber 
takes  the  telephone  off  the  hook,  which  operates  this  relay, 
which  lights  the  signal.     The  operator  now  answers  him  by 
placing  this  cord  (indicating)  in  the  jack,  which  is  the  switch- 
ing apparatus  by  which   she  connects  herself   with  the   sub- 
scriber's line,  and  that  automatically  puts  out  the  light.     If 
you  will  pull  that  cord  in  and  out,  you  can  see  that  the  opera- 
tion of  putting  out  that  light  is  done  through  a  second  relay, 
that  second  relay  not  being  connected  in  any  way  with  the  sub- 
scriber's line.     At  the  same  time  that  it  puts  the  light  out,  it 
cuts  all  this  signaling  apparatus,  which  was  on  the  line  when 
the   subscriber  made  his   call,   off  the  line,   so   that  the   sub- 
scriber's line,  so  encumbered  with  signaling  apparatus  when  he 
calls,  before  he  talks  to  anyone  has  been  cleared  of  all  induc- 
tion and  resistance  that  might  have  been  there,  necessary  for 
signaling  at  first,  and  is  left  clear,  through  to  the  operator, 
with  the  exception  of  one  low  resistance  relay  at  this  point 
(indicating  on  diagram).     The  subscriber  is  now  at  the  tele- 
phone,  with  the   receiver   at   his  ear,   and  the   operator  con- 
nected with  him.     The  operato'r  first   listens-in   on   the  line. 
She   does    that   by   throwing   a    cam   connection,    which    is   a 
switching  arrangement  by  which  she  can  connect  herself  with 
the  subscriber  by  throwing  a  lever.     Having  connected  her- 
self with  him,  she  then,  through  her  apparatus,  is  able  to  talk 
to  him  and  ask  his  number.     Having  gotten  his  number,  she 
throws  herself  off  the  line,  leaving  the  line  clear,  and  then 
connects  the  other  end  of  her  cord  with  the  subscriber  wanted. 
That  leaves  her  connection  up  in  front  of  her,  with  one  lamp 
out  and  one  lamp  lighted.     This  lamp  being  out  (indicating), 
means  that  the  subscriber  calling  is  at  the  telephone.     This 
other  light  being  lighted  means  that  the  subscriber  called  is 
not    at    the    telephone.      She    then    rings    for    the    subscriber 
wanted    (bell   rung).     That,   in   the  modern    switchboard,   is 
done  automatically.     She  does  not  even  have  to  push  a  but- 
ton.    In  order  to  be  sure  that  the  ringing  is  done  without  fail, 
that  is  automatically  done  when  she  puts  up  the  connection ; 
but  that  would  have  added  such  a  complication  that  we  did 
not  attempt  to  demonstrate  it,  so  we  showed  the  simple  con- 
nection where  she  mechanically  does  the  ringing.     She  rings 
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the  huljscriber.  Xow  the  called  subscriber  answers,  and,  by 
answering-,  lie  places  the  receiver  to  his  ear,  which  allows  the 
switch  hook  to  come  up,  which,  as  you  see,  has  automatically 
put  out  this  lamp  (indicating).  Xow  there  are  two  sub- 
scribers at  the  receivers  talking.  The  operator  in  no  way  has 
to  interfere  with  that  connection.  But  if  they  have  any  trou- 
ble, are  unable  to  talk,  or  anything  of  that  kind,  one  of  the 
subscribers  works  his  hook — say  the  calling  subscriber  works 
his  hook — and  it  lights,  flashes,  this  lamp.  Now  just  as  an 
interesting  example  of  one  of  the  difficulties  we  have,  let  us 
assume  that  he  is  mad  and  works  his  hook  like  this  (rapidly), 
with  the  idea  that  by  banging  he  gets  more  result.  You  see. 
if  he  works  it  very  fast,  the  flash  is  practically  not  visible. 
Now  if  he  quietly  works  his  hook,  the  operator  has  something 
that  clearly  demonstrates  to  her  that  he  wants  her.  Then  the 
operator  throws  her  cam.  comes  in  on  the  connection  and 
finds  out  what  the  subscriber  wants.  Now  when  they  are 
through,  the  two  subscribers  hang  up,  which  lights  both 
lamps,  this  lamp  being  controlled  by  the  called  subscriber  and 
this  lamp  being  controlled  by  'the  calling  subscriber.  The  op- 
erator then  knows  that  they  are  both  through.  She  then 
takes  down  both  cords,  both  lamps  go  out,  and  the  circuits 
automaticall}-  return  to  the  condition  where  they  can  call 
again.  Both  circuits  are  automatically  cleaned  out  and  ready 
for  another  call  to  be  made  immediately.  Just  an  additional 
slight  complication :  in  case  the  calling  subscriber  calls  a  party 
line,  the  operator  rings  on  the  other  key.  You  will  notice 
that  there  are  two  keys  on  that  (ringing  apparatus),  and  that 
rings  the  other  subscriber,  who  answers  and  completes  the 
connection  in  the  same  way.  That  is  simply  showing  the 
simplest  kind  of  a  party  line,  which  we  call  semi-selective 
ringing. 

Bv   COMMISSIOXER  JoHxsox: — 

O.  I  did  not  understand  that  last,  the  partv  line. 

A.  You  see,  here  is  one  line  running  from  the  central 
office  out  here.  There  are  two  subscribers  on  the  line;  in 
Pliiladeli)hia  we  call  them  "A"  subscriber  and  "D"  subscriber 
— Woodland  364-A.  ^^'oodland  364-D.     Thev  are  both  using 
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the  same  line.  The  thing-  1  wanted  to  ilemonstrate  was  that, 
when  \ou  ha\e  two  sul)scriljers  on  the  hne.  if  you  ring  the 
"D  ■  part\-  vou  ring-  his  IjcH,  l)ut  not  the  "A"  party's.  If  yon 
ring  the  ■"-V  |)artv  y<  u  rin^-  his  l:»en,  but  not  the  "D."  I  have 
a  wooden  gong  on  the  '".V"  and  a  metal  on  the  "D,"  just  to 
show  that.  (  Wooden  and  metal  bells  rung  to  illustrate.) 
That  is  nothing-  extraordinary.  In  the  work  done  on  multi- 
party lines,  they  make  all  kinds  of  selections,  but  we  have 
not  attempted  in  the  State  to  carry  that  out.  We  do  not  think 
it  is  good  practice. 

Now  the  apparatus  that  has  been  described:  this  is  the 
subscriber's  station.  (Indicating  various  pieces  of  actual  appa- 
ratus exhibited  in  connection  w^ith  diagram.)  These  are  the 
terminals  at  the  frame,  used  in  distributing  the  wires  when  they 
come  into  the  office,  so  that  any  cable  pair  can  be  connected 
with  any  number,  without  a  delay  of  more  than  a  few  minutes. 
This  is  the  cord  that  is  used  by  the  operator.  This  is  the  25-A 
repeating  coil — which  is  this  part  of  the  circuit  (indicating  on 
diagram) — and  this  is  a  very  nice  piece  of  apparatus.  It  is 
very  simple  and  very  effective. 


Bv  Mr.  AIarve:— 

Q.   What  is  inside  of  that,  inside  of  those  cups? 

A.  It  is  a  thing  that  looks  like  a  dt^ughnut.  It  is  called  a 
toroidal  coil.  It  is  a  coil  in  which  the  magnetic  core  is  shaped 
like  a  doughnut,  a  closed  magnetic  core,  and  then  the  copper 
W'ire  is  wound  around  that  iron  core,  the  iron  core  having  all 
the  ordinary  effects  of  lamination  and  such  things,  to  ])revent 
the  numerous  troubles 

O.  Roughl}-,  aboiU  how  much  copper  wire  is  in  these  cups, 
wrapped  around  the  cores? 

A.  I  have  forgotten ;  some  miles. 

O.  What  is  the  next  piece  of  api^aratus? 

A.  The  next  is  the  operator's  set.  Almost  everyone  has 
seen  these  now,  because  they  are  used  in  the  jirivate  branch 
exchanges.  It  is  designed  so  it  hangs  right  on  the  chest,  so 
she  has  both  arms  free. 
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Q.  What  is  that  instrument  there?  (Indicating  part  of 
operator's  set.) 

A.  This  is  the  transmitter  and  this  is  the  receiver,  and 
there  has  been  a  lot  of  work  done  on  that  in  order  to  get  that 
very  Hght  (exhibiting  apparatus  to  Commission).  She  con- 
nects willi  the  board  with  this  (phig).  The  result  is  that  she 
comes  into  the  operating  room  with  this  set  on.  She  keeps  this 
herself,  so  as  to  avoid  the  danger  of  disease,  and  also  to  give 
her  the  privilege  of  having  anything  that  touches  her  person 
her  own  special  property. 

Bv  COMMLSSIONER  TOXE  :  — 

Q.  Wearing  apparel? 

A.  Yes,  sir,  her  own  wearing  apparel.  This  is  the  jack 
( indicating)  that  she  connects  herself  with.  This  is  the  jack 
we  speak  about.  The  jack  used  for  the  subscribers  is  smaller 
than  this  and  more  intricate. 

By  Mr.  Marve  :— 

O.  How  many  such  jacks  are  there  in  a  small  board,  like 
the  one  in  Harrisburg  here  ? 

A.  There  are  8,000  lines  in  Harrisburg  I  think,  about,  and 
there  are  ten  multiples, — about  80,000  line  jacks,  I  should  say, 
approximately. 

Q.  80,000? 

A.  Approximately.  Every  one  of  these  jacks  has  three 
wires  connected,  which  have  to  be  run  in  the  cable ;  therefore, 
the  intricacy  of  the  cable  run  is  quite  interesting. 

This  is  the  apparatus  that  is  associated  with  the  operator's 
set.  which  is  used  in  order  that,  when  she  listens  in.  she  will 
get  good  transmission  and  will  not  give  a  bang  to  the  sub- 
scriber's ear  and  interfere  with  the  service. 

Q.  On  your  picture  there  I  see  the  words  "83  ohm  resist- 
ance." "40  ohm  resistance."  Have  you  those  resistance  coils 
here? 

A.  This  is  interesting,  as  showing  the  way  we  wind  our 
resistance  coils   (exhibiting  apparatus).     They  are  practically 
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embedded  in  an  insulation,  and  wound  in  that  way,  wound  flat 
so  as  to  get  a  big  cooling  surface. 

This  relay  on  the  cord  circuit  (indicating  on  picture)  is 
represented  by  this  little  piece  of  apparatus. 

Q.  What  is  in  that? 

A.  There  is  a  magnetic  core,  surrounded  by  insulated  wire, 
and,  when  the  current  flows  through  the  insulated  wire,  it  draws 
that  little  piece  of  apparatus  out  (indicating).  The  interesting 
thing  about  this  is  the  adjustment  of  those  relays.  They  are 
adjusted  so  that  they  will  operate  at,  say  48  volts,  and  will  not 
operate  at  32.  This  special  relay  is  not  adjusted  so  close  as 
that,  but  certain  of  the  relays  are,  and  it  is  possible,  through 
adjustment,  to  get  them  so  that  they  are  almost  perfect  in  their 
operation.  It  is  really  wonderful  what  can  be  done,  just  as  a 
result  of  systematic  work. 

O.  How  many  of  those  are  in  the  Harrisburg  board  ? 

A.  Approximately  a  thousand  of  them.  That  is,  there  is 
one  multiple  for  every  three  positions.  Now  there  are  ten 
multiples  in  Harrisburg  to  take  care  of  8,000  lines.  Therefore, 
there  would  be  30  positions,  and  17  pairs  of  cords  for  each 
position.  That  would  be  30  times  17,  and  there  are  two  relays 
for  each  pair  of  cords,  therefore  it  would  be  30  times  17  times 
2.     I  think  that  is  correct. 

By  Mr.  Trinkle: — 

Q.  What  do  you  call  a  multiple  ? 

A.  It  is  awfully  hard  to  describe  that.  A  subscriber's  line 
comes  into  the  central  office  and  there  are  in  that  office,  say, 
30  operators.  Now  it  terminates  on  a  certain  position,  where 
there  is  a  lamp,  which  is  operated  by  the  subscriber.  When 
the  subscriber  takes  his  telephone  off  the  hook,  that  operator 
answers  him  by  connecting  herself  with  him,  and  connects  him 
with  the  subscriber  wanted.  Now  there  are  30  operators  in 
the  office.  Each  operator  wants  to  be  able  to  connect  the  sub- 
scribers who  appear  before  her  with  any  one  of  the  subscribers 
that  are  in  the  office.  Therefore,  each  subscriber's  line  not  only 
has  to  terminate  in  front  of  the  operator  that  answers  him,  but 
has  to  terminate  within  the  reach  of  every  operator  in  the  office. 
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That  means  that  he  appears  in  front  of  every  third  operator, 
and  the  niultiplino- — that  is,  his  appearing  in  a  board  Hke  that 
in  Harrisburg  in  ten  different  places — is  what  we  call  the  mul- 
tiple. Is  that  clear?  That  brings  in  the  necessity  of  a  busy 
test,  so  that  when  a  subscriber  is  busy  in  one  part  of  the  board 
the  operator  in  another  part  will  not  break  in  on  him.  That  is 
not  shown  here  on  the  diagram. 


r.v  Mr.  Marve  :— 

Q.  In  that  connection,  then,  what  limits  the  capacity  of 
the  switchboard? 

A.  The  reach  of  an  operator. 

Q.  The  stretch  of  her  arms? 

A.  Yes,  her  reach.  We  can  get  something  like  10,000  lines 
within  the  reach  of  one  operator.  Every  operator  that  is  hired, 
before  she  is  accepted,  is  tested  as  to  how  high  she  can  reach 
standing  and  how  high  she  can  reach  in  the  sitting  position. 
There  is  a  certain  requirement  that  every  operator  entering  the 
service  has  to  live  up  to.  That  is  the  limit  of  the  size  of  one 
unit  of  switchboard. 

Q.  I  suppose,  then,  it  is,  as  a  matter  of  fact,  the  reach  of 
the  average  sized  girl  of  a  certain  age  ? 

A.  It  would  not  be  the  reach  of  the  average  sized  girl,  be- 
cause if  it  was  an  average  sized  girl  you  would  not  eliminate 
anyone.    It  is  the  reach  of  a  normal  person. 

Q.  You  have  up  there  the  letters  "1  1-3  ampere  fuse." 
Have  you  such  a  piece  of  apparatus  here? 

A.  Xo,  sir.  That  is  a  small  fuse  that  is  in  the  central 
office. 

Q.  What  is  a  fuse? 

A.  That  is  a  small  piece  of  lead,  which  is  in  circuit  with 
the  line,  or  part  of  the  line,  so  that  when  the  current  gets  be- 
yond a  certain  point,  that  lead  will  melt,  open  the  circuit,  and 
protect  the  apparatus  on  that  circuit.  This  1  1-3  ampere  fuse 
means  that  at  this  point  there  is  a  fuse  which  will  melt  when 
the  current  in  that  circuit  reaches  more  than  1  1-3  amperes, 
thereby  protecting  all  the  apparatus  in  there  (indicating). 
The  apparatus  in  there  will  not  be  hurt  by  currents  up  to  1  1-3 
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amperes.  If  the  current,  due  to  some  misliap.  goes  beyond  that, 
then  the  circuit  is  opened  automatically. 

O.  Is  all  this  apparatus  that  you  liave  been  describing 
here  relatively  simple? 

A.  It  is  relatively  simple  in  comparison  to  the  rest  of  the 
apparatus  that  we  have.  These  two  relays  that  I  have  shown 
you  are  the  two  simplest  relays  that  we  have  in  the  switch- 
board,— practically  the  two  simplest  relays  that  we  have  in  the 
switchboard  apparatus. 

An  interesting-  thing,  that  I  do  not  know  whether  I  brought 
out,  is  that  in  our  apparatus  the  signaling  mechanism,  except 
for  these  two  relays,  is  entirely  on  a  circuit  contained  within 
the  central  office,  but  associated  with  the  subscriber's  line. 
None  of  it  is  on  the  subscriber's  line  itself. 

Q.  What  do  you  mean  by  a  supervisory  relay  ? 

A.  A  relav  which — this  relay  (indicating)  is  the  super- 
visory relay. 

Q.  What  do  you  mean  by  supervisory?  AMiat  is  the  sig- 
nificance of  the  word  "supervisory?" 

A.  It  is  a  relay  to  aid  the  operator  in  knowing  what  is 
happening  at  the  subscriber's  station,  thereby  allowing  her  to 
be  able  to  answer  the  subscriber's  request  when  he  has  need 
of  her. 

O.  To  assist  the  subscriber? 

A.  It  is  to  aid  the  operator  in  assisting  the  subscriber. 

By  Commissioner  Brecht: — 

O.  Give  her  control  of  the  stiuation? 
A.  Yes,  sir. 

By  Mr.  AIarve  : — 

Q.  Is  all  this  equipment  which  you  have  described  this 
morning,  and  the  other  equipment  that  necessarily  must  be 
associated  with  it  in  a  switchboard,  and  to  which  you  have  not 
referred,  a  matter  of  spontaneous  growth,  or  did  it  shoot  up 
at  once?  Did  we  know  all  these  things  at  one  time,  or  was 
it  a  matter  of  growth  and  development  in  the  past? 

A.  It  has  been  a  matter  of  gradual  growth,  practically 
every  piece  of  apparatus.     That  piece  of  apparatus   (indicat- 
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ing),  which  I  was  talking-  to  Mr.  Kelsey  about  this  morning,  is 
really  wonderful. 

Q.  What  apparatus? 

A.  This  repeating  coil,  this  "doughnut"  coil,  is  the  result 
of  a  great  many  changes  and  developments  in  the  repeating 
coil.  There  have  been  four  important  types  of  repeating  coils 
that  have  been  used  in  practice,  each  one  being  better  than  the 
one  before  and  this  one  being  the  best  thing  that  we  have  gotten 
yet.  There  is  a  still  better  coil  that  has  just  been  brought  out 
in  the  last  year  or  so,  that  is  even  an  improvement  over  this. 
It  is  on  the  same  general  design  as  this,  but  has  some  very 
elaborate,  delicate,  sensitive  additions  in  order  to  improve  the 
quality. 

By  Commissioner  Johnson  : — 

O.  What  is  the  prospect  of  our  being  able  to  do  away  with 
all  this  apparatus  and  talk  by  wireless  apparatus? 

A.  It  is  always  possible.  I  do  not  see,  personally,  how  it 
can  be  carried  on  beyond  a  limited  extent.  In  fact,  wireless 
has  been  used  by  telephone  companies.  If  I  remember  rightly, 
it  was  used  between  Cape  Cod  and  Nantucket  in  place  of  a  toll 
circuit,  but  it  was  not  successful.  However,  it  might  be  suc- 
cessful. I  cannot  conceive  of  a  wireless  station  at  every  place 
which  could  be  connected  with  any  other  Vv'ireless  station  with- 
out some  central  combination.  The  difficulty  with  the  thing  is 
just  the  simple  first  question.  If  you  have  in  Harrisburg  8,000 
wireless  stations  which  would  have  to  be  connected  with  any- 
one else. — I  cannot  see  how  it  would  be  possible,  that  is  all.  It 
might  be.    You  have  got  that  always  ahead  of  you. 

By  Commissioner  Wright: — 

O.  Applying  all  this,  which  you  say  is  not  a  matter  of 
sudden  evolution,  but  has  been  a  development  by  invention  and 
so  on,  causing  undoubtedly  great  expense  in  the  preparation 
and  procuring  of  all  this  apparatus,  where  does  that  expense 
enter  into  the  capitalization  of  your  Company? 

A.  The  expense  of  improvements? 

O.  Yes ;  in  what  curves,  I  mean. 
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A.  The  expense  of  improvements  should  not  enter  into 
the  capitahzation  of  the  Company. 

O.  The  patents  and  the  Hke,  I  mean,  and  the  whole  ex- 
pense connected  with  the  development. 

A.  Of  course,  in  the  inventory  that  I  have  given,  I  have 
not  included  any  expense  for  patents,  and  the  only  cost  that  I 
have  gotten  in  there  over  and  above  the  cost,  in  my  estimate 
of  the  cost  of  building  the  plant  to-day,  is  that  cost  of  estab- 
lishing the  business,  which  I  tried  to  explain  this  morning', 
which  includes  simply  the  interest  and  operating  expenses  dur- 
ing the  time  that  the  Company  was  not  prosperous.  These 
have  not  been  included,  and  they  should  not  be.  For  instance, 
if  this  relay  becomes  old  fashioned  and  has  to  be  replaced  by 
a  new  relay,  the  value  of  that  relay  should  not  remain  in  your 
capital  account,  but  it  has  to  get  out  of  the  capital  account, 
and  that  is  why  we  claim  a  depreciation  reserve,  so  that,  when 
we  have  to  take  that  out,  we  have  some  place  against  which 
to  charge  it. 

By  Mr.  Trinkle: — 

Q.  You  charge  it  to  obsolescence? 

A.  We  charge  it  to  reserve.  It  goes  out  because  it  be- 
comes obsolete. 

By  Mr.  Marye  :— 

O.  What  are  these  pictures  at  the  top  of  the  diagram? 

A.  These  simply  represent — this  is  a  telephone  and  desk. 
The  second  is  an  "A"  operator,  with  cord  in  her  hand,  wait- 
ing to  answer. 

O.  What  do  you  mean  by  "A"  operator? 

A.  The  operator  that  answers  the  subscriber.  We  have 
two  classes  of  operator,  the  operator  who  answers  the  sub- 
scriber, and  the  second  operator,  called  the  ''B"  operator,  or 
circuit  operator,  who  handles  the  connection  between  two 
central  offices. 

O.  Are  those  the  only  kinds  of  operators  you  have? 

A.  Oh,  no,  those  are  the  two  operators  on  an  ordinary, 
simple  circuit.     There  are  numerous  kinds;  there  is  the  ti)ll 
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oi)erator,  tandem  operator,  and  numerous  other  complications 
that  come  in. 

O.  Briefly,  what  is  that  series  of  pictures? 

A.  These  are  pictures  practically  representing  what  is 
being  explained  below  (on  the  diagram),  namely,  this  man 
making  a  call,  through  this  operator,  to  some  one  else  over 
here. 

Q.  What  are  the  pictures  at  the  bottom  ? 

A.  These  are  pieces'  of  the  apparatus  taken  apart.  This 
picture  corresponds  to  the  bell  box..  There  is  your  protector; 
here  are  your  terminals,  and  this  terminal  contains  the  open 
space — cut-out — which  is  used  as  a  protection  and  corresponds 
to  the  lightning  arrester  at  the  subscriber's  station.  That  is 
a  very  nice  little  piece  of  apparatus,  because  it  is  so  simple ; 
just  two  pieces  of  carbon  separated  by  mica,  and  in  case  the 
potential  on  the  line  is  raised  above  a  certain  point,  it  strikes 
across  there,  melts  that  little  piece  of  soluble  metal  there  and 
connects  the  line  direct  to  ground,  thereby  short  circuits  the 
apparatus  behind  it,  and  blows  the  fuse. 

Bv  Mr.  Marburv  : — 

O.  One  of  the  Commissioners  asked  you  a  minute  ago 
where  you  put  this  in  the  capital  of  the  Company.  In  your 
tables  that  you  made,  in  estimating  the  value,  you  showed  the 
cost  of  replacing  the  property  of  the  Company  new,  at  the 
present  time,  and  then  struck  off  a  certain  amount  for  depre- 
ciation. 

A.  The  replacement  value  new.  I  did  not  strike  anything- 
off;  the  structural  value  I  took  a  certain  amount  off. 

O.  You  include  in  that  the  functional  depreciation,  do  you 
not? 

A.  I  have  taken  off  from  that  in  value,  due  to  the  fact 
that  the  piece  of  apparatus  is  not  brand  new.  not  up-to-date. 

Q.  Any  apparatus  that  you  have  now  that  is  not  up  to 
date? 

A.  I  explained  that  quite  fully  in  answer  to  the  Commis- 
sion's lawyer,  in  connection  with  buildings. 

O.  That  is  the  standard  apparatus  you  use  at  the  present 
time  ? 
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A.  For  the  simplest  kind  of  a  call,  in  the  case  of  a  place 
like  Harrisburg. 

O.  Take  a  city  like  Philadelphia  or  Pittsburgh.  It  is  the 
same  general  kind  of  system? 

A.  Yes,  except  in  the  cities  of  Philadelphia  and  Pitts- 
burgh, due  to  the  number  of  stations,  it  is  very  much  more 
complicated. 

O.  It  is  the  same  general  standard  system? 

A.  Yes. 

Q.  How  long  has  that  been  used  ? 

A.  This  apparatus  represents  the  general  type  known  as 
the  relay  board.  The  first  relay  board  was  installed  in  Penn- 
sylvania, in  Philadelphia,  in  1897. 

Bv  Mr.  Marve  : — 

g.  In  1897? 

A.  Yes,  sir.  That  board,  as  Air.  Kelsey  reminded  me 
this  morning,  was  of  a  type  with  three  dififerent  voltages. 
That  board  had  to  be  entirely  rewired  on  account  of  that 
change.  Since  then  that  board  has  had  replaced  in  it  the 
repeating  coil,  which  was  first  put  in,  that  having  been  re- 
placed with  this  type  (indicating)  ;  the  ringing  circuits,  which 
were  of  this  type  (mechanical),  have  been  replaced  with 
automatic  ringing  circuits.  The  line  and  cut-ofif  relays  have 
been  replaced  with  this  type  (indicating).  In  other  words, 
the  general  type  that  I  have  tried  to  describe  was  in  service 
in  1897,  but  the  details  of  it  to-day  are  very  dififerent  from 
what  they  were  in  1897. 

Bv  Mr.  Marbury  : — 

O.  The  type  has  been  a  standard  one  since  that  time, 
though,  as  a  whole, — the  jacks,  for  instance? 

A.  Xo ;  the  same  jacks  are  in  service  in  that  board,  but 
the  standard  jack  is  dififerent  from  the  standard  jack  that 
was  in  service  in  1897.  There  has  been  a  very  big  improve- 
ment on  that.  It  is  nothing  fundamental,  as  far  as  physics 
is  concerned,  but  it  is  a  big  improvement  as  far  as  practical 
conditions  are  concerned,  because  the  new  jack  makes  it  pos- 
sible for  an  operator  to  reach  10,000  lines,  whereas,  with  the 
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old  jack,  it  was  possible  for  the  operator  to  reach  about  5,000. 

Q.  Is  there  any  contemplated  change  that  you  know  of 
in  that  general  standard  form  ? 

A.  1  think  they  have  a  new  switchboard  under  experi- 
ment, that  is  not  yet  finished,  but  the  experiment  is  being  car- 
ried out. 

Q.  Did  your  Company  put  these  boards  in  generally  from 
1897  to  1900  in  their  system? 

A.  Yes.  We  started  putting  them  in  in  1897  and  then, 
whether  there  were  any  put  in  between  1897  and  1900  in 
Philadelphia — there  were  some  put  in  in  Pittsburgh  between 
1897  and  1900,  but  whether  there  were  any  more  put  in  be- 
tween 1897  and  1900  in  Philadelphia,  I  do  not  remember;  but 
between  1897  and  1905  there  was  a  big  change  made. 

O.  Those  parts  that  you  put  in  at  that  lime  are  still 
there  ? 

A.  The  board  that  was  put  in  in  1897  is  there,  as  I  de- 
scribed it  before.     The  skeleton  of  it  is  there. 

By  Commissioner  Pennypacker: — 

Q.  I  suppose,  as  a  general  thing,  in  this  process  of  de- 
velopment which  you  have  described,  the  new  articles  pur- 
chased are  additions,  rather  than  substitutions,  are  they  not? 

A.  No,  sir.  They  may  be  additions,  but  they  are  gen- 
erally substitutions.  For  instance,  in  the  case  of  this  repeat- 
ing coil :  the  first  repeating  coil  that  was  in  use,  I  think,  was 
the  No.  11,  we  called  it.  That  was  replaced  by  the  No.  12. 
That  was  replaced  by  the  No.  13,  and  that,  in  turn  was  re- 
placed by  this,  which  is  known  as  the  25.  In  each  case  the 
one  replaced  the  other. 

Q.  In  each  case  was  the  old  one  worn  out  before  you  put 
in  the  new? 

A.  The  old  one  was  not  worn  out  in  any  way.  The  new 
one  replaced  the  old  one,  because  it  improved  the  qualitv  of 
speech,  or  transmission,  over  the  old  one. 

By  Mr.  M.\rye  : — 

Q.  The  old  one  not  being  worn  out? 
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A.  The  old  one  being  as  good  as  new.  The  only  way  a 
thing  like  this,  a  repeating  coil,  can  wear  out  is  to  burn  out. 

By  Commissioner  Tone: — 

Q.  Or  meet  with  an  accident? 
A.  Meet  with  an  accident. 

By  Mr.  Marbury  : — 

Q.  \\  hat  do  you  do  with  the  old  ones  you  take  out  ? 

A.  A  large  part  of  them  are  junk.  Some  of  them  have 
been  used  in  small  switchboards,  where  the  requirements  of 
transmission  are  not  so  great,  because  most  of  the  lines  are 
open  wire  lines  and  not  cables. 

By  Commissioner  Pennypacker: — 

O.  That  would  be  true,  I  take  it,  of  a  heavy,  strong  arti- 
cle, such  as  that  that  you  lifted  up,  but  much  of  your  ap- 
paratus is  delicate  apparatus  that  does  not  last  forever,  and 
I  should  suppose  that  when  you  made  your  new  purchases 
you  would  always  get  those  which  are  best  adapted  to  the 
work  ? 

A.  You  do. 

O.  But  you  would  still  utilize  what  you  had  on  hand,  as 
far  as  you  could? 

A.  You  do,  absolutely. 

O.   So  far  as  you  can? 

A.  As  far  as  you  can  and  give  good  service.  You  have 
got  to  meet  the  demand  for  service. 

O.  Of  course,  there  is  a  gradual  growth  and  develop- 
ment, as  you  have  said? 

A.  Yes. 

Q.  And  that  means  getting  better  appliances  as  you  go 
along  ? 

A.  Yes,  sir,  all  the  time. 

0.  But  it  does  not  mean  throwing  away  something  be- 
cause it  is  old  ? 

A.  Oh,  no.  You  do  not  throw  away  a  piece  of  ap- 
paratus. 

O.  That  will  answer  the  purpose? 
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A.  Unless  you  can  do  one  of  two  things :  a  piece  of  ap- 
paratus that  is  in  good  condition  you  never  throw  away  un- 
less you  can  prove  that  it  is  an  economical  thing  to  throw  it 
away,  or  unless  you  can  prove  that  the  subscriber  is  going  to 
get  enough  better  service  to  justify  your  throwing  it  away. 

By  Mr.  Marbury: — 

O.  Do  you  get  all  your  apparatus  from  one  company? 

A.  Practically  all  our  apparatus  in  Pennsylvania,  I  should 
say  98%,  has  been  manufactured  by  one  con:pany. 

Q.  The  Western  Electric  Company? 

A.  The  Western  Electric  Company,  yes. 

Q.  Do  you  ask  for  competitive  bids  on  any  of  it? 

A.  No. 

Q.  Do  you  allow  competitive  bids  on  any  of  it? 

A.  What  do  you  mean,  if  you  do  not  ask  for  them? 

O.  Do  you  allow  any  other  concern  but  the  Western 
Electric  Company  to  furnish  you  anything? 

A.  I  do  not  see.  exactly. 

By  ^Ir.  Marye:— 

O.  Can  you  buy  it  anywhere  you  want? 
A.  Surely,  if  that  is  what  you  mean. 

By  J\Ir.  jMarbi'ry  : — 

O.  Do  you  ever  purchase  at  any  other  place? 

A.  You  asked  me  whether  we  had  apparatus  all  manu- 
factured by  one  company.  I  said  98%.  That  answers  your 
question. 

By  the  Chairman   (]\Ir.  Wallace)  : — 

O.  When  one  of  these  parts  becomes  obsolete  and  you 
take  it  out.  what  do  you  do  with  that  part?  Do  you  apply  it 
to  the  reinvestment  fund,  or  the  other  fund  vou  have  for  the 
retirement  of  obsolete  pieces  or  worn  out  pieces,  and  then 
charge  the  new  piece  in  the  new  property  account? 

A.  Yes,  sir.  That  is,  a  piece  of  apparatus  A  is  replaced 
by  a  piece  of  apparatus  B.  Whether  A  is  worn  out.  obso- 
lete, inadequate  or  whatever  it  is,  if  it  is  going  to  be  replaced 
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by  B,  the  value  of  A  is  subtracted  from  our  construction 
charge. 

O.  And  placed  in  the  depreciation? 

A.  And  put  over  against  the  depreciation  account.  The 
value  of  B  is  put  into  the  construction,  the  cost  of  B. 

O.  If  you  use  a  particular  piece  in  some  other  line  or 
switchboard  or  locality,  you  ptit  that  back  in  again  at  a  value? 

A.  y\.t  a  value,  yes,  sir.     It  goes  out  and  then  it  is — 

Q.  Charged  into  the  storehouse? 

A.  Charged  into  the  storehouse  at  a  certain  value,  and 
goes  in  again. 

By  Mr.  MARr.rRv:— 

O.  Is  it  your  belief  that  within  a  ten-year  period  every 
vestige  of  that  apparatus  would  be  wiped  out,  either  by  nat- 
ural or  functional  depreciation? 

A.  I  liave  found,  as  I  have  testified  already,  that  the 
average  life  of  a  switchboard  is  eight  and  a  half  years. 

Mr.  Swayze  :  That  is  all  filed.  Of  course,  counsel  on 
the  other  side  knows  that  we  have  depreciation  tables  filed, 
showing  what  we  claim  is  the  life  of  every  piece  of  apparatus. 
By  Mr.  Marrury  : — 

Q.  You  have  depreciation  tables  filed,  but  I  am  asking 
you,  as  a  matter  of  fact,  from  your  knowledge,  if  you  believe 
that  within  ten  years  that  apparatus  would  be  completely 
wiped  out  for  use  by  the  Company,  either  by  natural  or  func- 
tional depreciation  ? 

A.  I  am  trying  to  answer  the  question. 

O.  I  do  not  mean  by  the  tables,  because  you  have  already 
given  your  idea  of  what  the  depreciation  is  in  them.  I  am 
asking  you,  not  from  the  general  table  depreciation,  but  from 
your  actual  belief  as  an   engineer  and  your  knowledge. 

A.  The  tables  are  my  knowledge. 

O.  The  tables  are  based  on  your  knowledge  exclusively? 

A.  Yes,  sir,  and  I  have  already  said  so.  I  am  trying  to 
answer  your  question.  The  average  life  of  the  switchboard  I 
have  given  is  eight  and  a  quarter  years.  Now  that  means 
that  the  average  time  that  the  investment  is  in  service  is  eight 
and  a  (|uartcr  years.     It  means  that  some  of  the  investment 
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is  in  service  two  or  three  years,  and  some  of  the  investment 
may  be  fifteen  or  sixteen  or  twenty  years.  Therefore  when  I 
say  that  any  one  piece  of  apparatus  will  be  out  of  service  in 
ten  years — when  you  ask  me  if  any  one  piece  of  apparatus 
will  be  out  of  service  in  ten  years,  I  do  not  think  I  can  an- 
swer you.  It  might  be  out  of  service  in  less  time  than  that, 
or  maybe  more.     Have  I  made  myself  clear? 

By  Mr.  Trinkle  : — 

0.  You  are  taking  the  entire  switchboard  as  a  unit? 

A.  Taking  the  entire  ?witchJ)oard  apparatus  all  over  the 
State,  the  entire  value  of  the  switchboard  apparatus. 

By  Commissioner  Brecht  : — 

Q.  And  in  that  you  include  all  the  various  forms  of  appa- 
ratus connected  with  it? 

A.  Yes,  sir.  Just  an  example  of  what  brings  that  average 
down :  we  have  a  switchboard ;  the  svv'itchboard  is  not  com- 
pleted all  at  one  time ;  we  postpone  the  investment  as  far  as 
possible.  We  have  a  switchboard  that  is  designed  to  take  care 
of  10,000  lines.  We  have  at  the  present  time  in  service  5,000 
lines.  We  install  probably  6,000  lines  to  take  care  of  the  5,000 
in  service,  and  an  extra  thousand  to  take  care  of  the  growth. 
Then  we  add  to  that  switchboard  more  lines  and  more  lines 
until  we  get  up  to  10,000  lines.  When  we  get  up  to  10,000 
lines,  we  have  to  have  a  new  switchboard  to  replace  that. 

By  Commissioner  Johnson: — 

Q.  That  means  a  new  station,  does  it  ? 

A.  Yes,  a  new  plant,  a  new  switchboard  plant. 

Q.  A  new  building,  new  station? 

A.  Maybe  a  new  building,  maybe  not,  but  it  means  a  new 
switchboard  anyway  to  replace  that  switchboard,  because  it  is 
completely  full. 

Q.  That  is,  if  you  had  100,000  subscribers  in  a  city,  you 
would  have  at  least  ten  stations  ? 

A.  Yes.  Now  the  part  of  that  plant  that  was  put  in  last, 
the  last  two  or  three  thousand  jacks,  may  be  in  service  only 
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two  or  three  years,  because  they  are  not  put  in  until  they  are 
needed,  and  that  is  at  the  very  end  of  the  Hfe  of  the  board. 
From  the  time  of  the  first  installation  of  the  board  itself  until 
the  board  went  out  of  service  might  be  fifteen  years;  but  the 
last  part  of  the  investment  would  be  in  service  only  two  or  three 
years,  so  that  the  average  life  would  be  only  something  between 
the  two. 

By  Mr.  Marye  : — 

O.  Could  you,  as  briefly  as  such  a  subject  will  permit,  give 
us  a  general  history  of  the  development  of  a  comprehensive 
telephone  plant  from  its  earliest  years  down  to  date,  simply 
calling  attention  to  the  radical  changes  in  parts  of  equipment 
which  necessitated  the  removal  of  the  old  equipment  before  it 
was  worn  out.  and  while  it  was  capable  of  rendering  service, 
but  was  displaced  in  order  to  make  way  for  a  piece  of  apparatus 
that  was  either  more  economical,  or  would  render  much  better 
service  to  the  public? 

A.  The  telephone  of  course  was  first  invented — the  inven- 
tion accepted,  in  1876.  At  that  time  the  telephone  as  invente  1 
was  based  on  the  same  general  physical  principles  on  which  the 
present  receiver  is  based,  the  present  receiver,  of  course.  iDeing 
very  much  more  elaborately  and  perfectly  designed,  as  far  as  its 
electrical,  mechanical,  and  magnetic  characteristics  are  con- 
cerned ;  but  it  is  the  same  general  principle  that  Bell  brought 
out.  The  transmitter,  shortly  after  1876,  was  changed  to  about 
the  type  of  transmitter  we  now  have — that  is,  the  principle  was 
changed  to  the  principle  that  we  now  have,  namely  the  micro- 
phonic transmitter. 

By  Commissioner  \\'right: — • 

Q.  You  say  that  the  average  life  of  the  switchboard  is  how 
many  years  ? 

A.  Eight  and  a  quarter. 

Q.  That  is  based  upon  past  experience  ? 

A.  Yes,  sir. 

Q.  And  before  it  was  perfected  as  it  is  now.    But  now  that 
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it  is  supposed  to  be  a  perfected  machine,  do  you  think  that 
obsolescence  in  the  future  will  be  as  great? 

A.  I  personally  think  that  we  are  going  to  see  an  advance 
in  the  switchboard  art  in  the  near  future.  It  is  hard  to  predict, 
because  the  facts  have  got  to  be  demonstrated,  but,  in  my 
opinion,  in  the  course  of  the  next  five  or  ten  years  there  is  going 
to  be  an  advance  which  will  cause  quite  a  radical  change  in  our 
switchboard,  and  make  a  call  on  our  reserve. 

By  Mr.  Trinkle: — 

Q.  Will  that  advance  in  the  art  result  in  a  longer  life  for 
this  given  piece  of  apparatus  ? 

A.  I  should  doubt  it.  The  result,  if  it  is  a  result,  is  going 
to  produce  two  things :  it  is  going  to  produce  speedier  service 
and  going  to  produce  more  economical  service. 

O.  But  no  lengthening  of  the  life? 

A.  The  lengthening  of  the  life  will  depend  upon  two 
things :  it  will  depend  upon  whether,  having  done  that,  all  the 
engineers  sit  down  and  stop  doing  any  more  thinking.  Of 
course,  if  they  do  that,  that  will  lengthen  its  life.  Another 
thing  will  be  the  mechanical  perfection  of  the  new  apparatus. 
I  would  not  want  to  say.  I  do  not  know — 

O.  Then  the  more  the  experts  and  engineers  think  about 
the  switchboard,  the  less  its  length  of  life? 

A.  Yes,  sir. 

Q.  On  account  of  the  obsolescence  and  the  advance  in  de- 
velopment ? 

A.  Yes.  sir. 

Q.  What  length  of  time  did  you  take  in  order  to  arrive  at 
your  average  length  of  life  of  the  switchboard  to-day?  You 
say  you  arrive  at  your  estimate  from  experience? 

A.  Yes. 

O.  Covering  what  period  of  time,  and  in  that  given  period 
has  the  average  length  of  life  lessened  or  increased? 

A.  The  eight  and  a  quarter  years  -that  I  give  is  my  esti- 
mate of  wdiat  the  life  is  going  to  be  in  the  future,  and  is  based 
on  the  figures  of  the  past:  the  figures  of  the  past,  as  near  as 
J  can  interpret  them,  are  less  than  eight  and  a  quarter.  It  is 
nearer  seven  and  a  half. 
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Q.  Is  not  any  estimate  of  the  average  length  of  life,  based 
on  the  figures  of  the  past,  largely  a  speculative  conclusion,  even 
l:)ased  on  experience?    It  is  not  a  matter  of  any  certainty,  is  it? 

A.  The  figures  of  the  past  are  pretty  correct.  If  you  take 
the  figures  of  the  past  as  being  the  proper  figures  to  use  in  the 
future,  you  probably  would  be  in  error.  The  uncertainty  is  in 
determining  how  much  to  add  or  subtract  from  the  figures  of 
the  past,  in  order  to  determine  the  future,  and  that  has  to  be  a 
matter  of  judgment. 

O.  The  whole  thing  is  very  speculative,  is  it  not  ? 

A.  The  whole  thing  has  a  good  deal  of  speculation  in  it. 

Bv  Commissioner  Wright: — 

O.  But  the  life  of  the  plant,  based  upon  the  past,  has 
largely  been  determined  by  obsolescence  instead  of  the  wearing- 
out  of  the  plant? 

Bv  Commissioner  Pennvpacker: — 

O.  That  is  what  I  want  to  know :  is  this  disappearance 
of  the  switchboard  due  to  what  you  call  functional  deprecia- 
tion, or  is  it  tlue  to  natural  depreciation? 

A.  It  is  due  to  functional  depreciation.  I  have  examined 
the  records  in  the  State  of  Pennsylvania  and  I  have  reviewed 
them  in  the  last  two  weeks  very  carefully,  and  I  cannot  find  a 
single  case  in  which  a  major  replacement — I  mean  bv  a  major, 
a  big  switchboard— has  been  replaced  by  a  new  one  due  to  the 
fact  that  the  old  one  has  worn  out.  There  has  not  been  a  single 
case. 

O.  The  object  of  all  tliis  thinking,  and  the  tendency  of  the 
process,  I  should  suppose  wouUl  be  to  approximate  perfection. 
In  other  words,  there  comes  a  time  when  you  have  done  all  the 
thinking  in  that  direction  you  can  do,  and  then  }ou  will  stable, 
will  you  not?    ■ 

A.   I  ho]:>e  we  have  not  approached  that  poiut. 

O.   But  the  object  is  to  reach  tliat  ]:)oint,  is  it  not? 

A.  The  object  is  to  reach  that,  yes. 

O.  There  comes  an  end  to  your  ihiuking  and  development, 
•does  there  not?    You  cannot  s?o  on  changing  forever?    "S'ou  trv 
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to  find  out  what  is  the  trutli,  and  when  you  get  there,  there  you 
stay  ? 

A.  I  cannot  assume,  with  the  history  behind  us,  that  we 
will  stop  thinking.  But  I  want  to  bring  out  one  point  that  I 
am  trying  to  bring  out :  if  we  did  stop  thinking,  if  obsolescence 
ceased  to  exist,  there  would  be  a  big  functional  depreciation 
still  in  existence  in  our  switchboards,  because  of  inadequacy ; 
that  is,  the  switchboards  would  be  constantly  outgrown. 

Bv  IVIr.  Trinkle: — 

Q.   In  size? 

A.  In  size,  and  thev  should  be.  That  is,  we  go  into  a 
town  where  there  are  a  certain  number  of  subscribers.  We 
will  say  there  are  500  subscribers  in  a  certain  town,  and  we 
put  in  a  switchboard  which  is  suitable  to  take  care  of  500 
subscribers.  At  the  end  of  a  certain  number  of  years,  the 
subscribers  increase  to  1.000  and  the  switchboard  we  put  in 
will  not  take  care  of  n:ore  than  1,000.  Then  we  have  to  re- 
place that  switchboard  with  a  bigger  switchloard,  and  the 
new  switchbcard  will  be  of  a  type  that  will  take  care  of 
5.000.  Then  it  goes  up  to  5.000  lines,  and  we  have  to  re- 
place it  with  the  biggest  type,  which  will  take  care  of  10,000. 
The  question  we  always  have  to  meet  is  this :  shall  we  put  in 
the  biggest  type  at  once  and  not  replace  it.  or  shall  we  put  in 
the  smaller  type  and  later  replace  it ;  and  we  find  it  is  more 
economical  to  take  the  loss  due  to  replacing  every  so  often, 
rather  than  carry  the  extra  interest  charges  of  having  the  big 
equipment  in  for  the  longer  period. 

By  Commis-sioxer  Wright: — 

O.  When  you  replace  that  500  line  switchboard  with  a 
5.000.  do  you  not  use  the  500  switchboard  at  another  point? 

A.  We  do. 

O.  Then  one  ether  point :  do  you  know  what  portion  of 
this  replacement  or  loss  of  the  entire  switchboard  over  eight 
and  a  quarter  years  is  caused  by  obsolescence  and  what  pro- 
portion by  natural  depreciation? 

A.  Xo.  I  do  not  know  what  proportion  is  caused  bv  each 
one.     They  overlap  each  other. 
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By  Mr.  Trinkle: — 

O.  No  one  could  find  that  out  exactly,  could  they? 
A.   I  should  not  think  so.     I  do  not  know  how  to. 

By  Commissioner  Wright: — 

0.  You  would  know  what  hecame  perfectly  obsolete  and 
were  rejected  and  thrown  awav? 

A.  Yes,  but  the  difficulty  is  the  fact  that  the  wearing  out 
and  the  becoming  obsolete  or  inadequate  overlap  each  other 
in  such  a  wa)'  that  you  cannot  segregate  them. 

By  Commissioner  Johnson: — 

O.  I  understood  from  the.  testimony  you  gave  when  you 
first  appeared  that  you  personally  do  not  expect  the  automatic 
switchboard  to  take  the  place  of  the  manual  ? 

A.  I  personally  doubt  it  very  much.  I  think  there  are 
elements  in  the  automatic  idea  that  are  going  to  be  used  by 
our  Company. 

O.  If  the  automatic  idea  should  be  worked  out  in  prac- 
tice to  any  considerable  extent,  that  might  mean  rather  rapid 
obsolescence? 

A.  Oh,  it  would  be  enormous,  because  you  have  not  only 
your  switchboard  but  your  station  apparatus  then  that  }ou 
would  have  to  wipe  out. 

By  Mr.  Marve  :— 

O.  In  that  connection,  you  spoke  of  the  Bell  Companies' 
boards  virtually  as  manual  boards,  I  take  it,  simply  to  distin- 
guish them  from  an  entirely  automatic  board.  Is  there  such 
a  thing  as  a  purely  manual  board,  or  such  a  thing  as  a  purely 
automatic  board  ? 

A.  Every  modern  switchboard  has  a  great  many  auto- 
matic parts  to  it. 

O.  \\  hat  percentage  of  the  operations  of  your  boards  are 
automatic  ? 

A.  I  have  forgotten ;  the  figure  has  been  worked  out.  It 
is  more  than  fifty  some  per  cent,  that  are  automatic,  and  in 
the  switchboard  that  is  called  the  automatic,  there  is  some  per 
cent,  that  has  to  be  done  manualh'.     Tb.ere  is  not  a  distinct 
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(lilTcrentiatitin  between  aiitoniatic  and  manual.  J I  slips  from 
one  1(1  the  dtlier.  The  common  differentiation  between  auto- 
matic and  manual  is  that  with  the  automatic  the  subscriber 
does  some  work  and  with  the  manual  the  subscriber  does  no 
work. 

O.  In  other  words,  in  the  so-called  automatic  board,  the 
subscriber  becomes  his  own  operator? 

.V.  He  does  on  some  connections.  The  automatic  board 
is  more  manual  to  the  subscriber  than  the  manual  board  is. 
May  I  follow  up  one  question  that  Air.  Wright  asked,  that  I 
want  to  be  sure  I  have  got  right  on? 

O.   Yes.     The  re-use  of  ecjuipment  ? 

A.  Yes,  the  re-use  of  the  switchboard.  If  _\ou  will  look 
at  Exhibit  J,  you  will  iind  that' I  have  said  the  switchboard 
life  is  eight  and  a  quarter  years,  and  the  recovery  value  is 
17%  of  the  value  new.  Now  in  obtaining  that  17%  I  have 
taken  into  account  the  amount  of  re-use  you  can  get  out  of 
oUl  switchboards.  I  mean  that  I  took  the  eight  and  a  quarter 
}ears  as  the  life  of  an  investment  in  one  location.  ^  ou  ha\"e 
to  do  it  that  way.  and  then  put  the  re-use  into  the  salvage, 
Ijecause  such  a  large  per  cent,  of  the  A-alue  of  vour  investment 
is  the  cost  of  installirg  it  in  a  location.  It  is  the  labor  cost, 
not  the  material  cost. 

Ev  Mr.  Marburv  : — 

O.  As  a  matter  of  fact  wdiat  you  generally  do  is  this,  is 
it  not:  you  find  in  a  place  wdiere  you  have  a  5,000  sub- 
scriber.board  that  you  need  a  10,000  one,  and  you  put  that  in, 
take  the  .^,000  out  and  put  it  in  a  2500  place,  where  }^ou  have  a 
similar  increase,  take  the  2500  board  out  and  put  it  in  a  500 
place,  and  take  the  500  board  and  put  it  in  a  place  where  you 
have  not  had  any  at  all? 

A.  That  is  the  general — that  is  what  we  are  trving  to  do 
all  the  time. 

O.  Then,  in  that  case,  at  the  end  you  are  reallv  extending 
your  line  all  the  way  through?    You  are  really  extending? 

A.  Yes ;  the  loss  we  take  in  the  first  place — we  have  got  to 
rake  the  loss  of  the  installation  charges  and  the  loss  of  remov- 
ing the  apparatus  and  moving  it  from  one  place  to  another — 
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that  has  to  be  taken  care  of-  through  the  reserve.  Then  we 
have  the  loss  at  the  tail  end.  of  the  switchboard  that  has  to  be 
thrown  away. 

Q.  At  the  same  time  you  are  extending  your  business  and 
getting  in  a  new  source  of  supply,  are  you  not  ? 

A.  At  the  same  time  we  are  buying  switchboards  all  the 
time. 

O.  I  mean  you  are  extending  your  line  and  extending  the 
number  of  people  you  reach  and  getting  more  revenue? 

A.  Oh,  surely.  If  we  did  not  have  any  growth,  and  no  one 
would  move  and  no  one  would  think,  there  would  be  no  need 
of  functional  depreciation,  as  I  see  it. 

Q.  Then  it  is  not  so  much  functional  depreciation  as  it  is 
extension  ? 

A.  Extension  is  included  in  functional  depreciation  and  is 
a  big  factor,  and  that  is  what  I  am  trying  to  bring  out  to  Mr. 
^^'right,  that  the  obsolescence  is  not  as  important  a  factor  in 
functional  depreciation,  as  far  as  the  switchboard  is  concerned, 
as  the  growth  of  the  community  and  the  growth  of  the  demand 
for  telephones.     That  is  the  big  factor. 

Bv  CoMMissioxER  Pexxypacker: — 

O.  But  your  answer  awhile  ago  to  this  gentleman  is  not 
quite  candid,  because  the  object  of  growth  and  the  object  of 
development  is  to  get  at,  as  nearly  as  you  can,  the  perfect  work. 
Xow  the  history  of  all  arts  has  shown  that  the  time  comes  when 
\  ou  can  go  no  further.  You  take  a  simple  thing  like  the  axe ; 
it  has  not  changed  in  a  thousand  years.  You  take  the  game  of 
•"hess  ;  there  has  been  no  addition  to  the  moves  in  chess  for 
ages.  It  is  so  in  your  development.  You  work  up  as  far  as 
you  can  ;  while  you  may  go  on  thinking,  or  moving  as  you  say, 
you  do  not  move  simply  for  the  sake  of  moving,  you  move  to 
get  somewhere,  and  when  your  avenue  has  reached  a  straight 
line,  there  you  stop  your  moving  and  you  go  along  on  that 
particular  line,  do  you  not,  and  it  is  so  with  the  switchboard. 
You  are  trying  to  get  a  switchboard  which  will  answer  the 
purpose  and  do  it  with  the  best  facility,  and  do  it  at  the  least 
expense.  Now  when  you  have  reached  that  point,  there  you 
stop,  so  that  the  future  may  not  be  changed. 
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By  Commissioner  Brecht: — 

Q.  Do  you  think  there  ever  comes  a  time  when  the  quality 
of  switcliboard  reaches  the  point  of  perfection,  or  that  there 
cannot  be  anv  further  development  or  advance  in  the  quality 
or  mechanism  of  the  apparatus  of  the  switchboard  ? 

A.  All  I  can  say  to  that,  Mr.  Brecht,  is  that  I  do  not  think 
we  have  reached  it  yet.  Whether  it  will  ever  be  reached,  I  can- 
not say. 

Commissioner  Brecht:  "Time  makes  ancient  good  un- 
couth," you  know. 

Bv   C'oMMISSIONER  JOHNSON  : 

O.  To  put  it  broadly,  do  you  think  there  is  any  limit  to 
the  progress  of  the  human  intellect? 
A.  I  hope  not.     I  have  a  son. 

By  Commissioner  Brecht: — 

O.  Is  it  not  true  also  that  the  further  an  art  is  developed, 
the  more  it  is  done  at  the  expense  of  its  endurance,  its  length 
of  life,  and  the  more  emphasis  is  laid  upon  the  delicacy  and 
quality  of  the  mechanism? 

A.  Yes,  sir.  The  development  of  the  locomotive  is  a  very 
interesting  example  of  that.  There  has  been  very  little  funda- 
mental change  in  the  locomotive  in  the  last  twenty  years,  but 
the  development  in  the  possibility  of  making  it  bigger  and  mak- 
ing it  cover  more  uses  has  been  enormous.  But,  Judge  Penny- 
packer,  in  order  to  make  myself  perfectly  clear,  what  I  want 
to  bring  out  is  this :  that  if  in  a  switchboard — just  let  us  assume 
that  there  were  no  further  advancement  in  the  art — even  if 
there  were  no  advancement  in  the  art,  there  would  be  a  big 
amount  of  functional  depreciation  in  sv/itchboards  in  the 
plants  in  Pennsylvania,  because  you  are  in  a  territory  that  is 
growing,  the  demand  for  telephone  service  is  growing,  and  the 
switchboards  are  constantly  becoming  inadequate  and  would 
have  to  be  replaced  with  bigger  switchboards,  even  if  they 
were  the  same. 

By  Commissioner  Pennyp.\cker  : — 

Q.  T  understand  that  to  be  the  end  of  vour  thousfht,  that 
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inaclequacv  of  size  comes  along-  necessariU  w  ith  the  growth  and 
development  of  populations,  but  it  seems  to  me  that  the  answer 
to  that  is  that,  along  with  the  development  and  growth  of 
your  business,  come  places  where  you  can  utilize  the  switch- 
board, which  has  become  inadequate  because  of  size,  elsewhere, 
if  it  depends  only  on  size.  That  you  have  modified  to  some 
extent  by  saying  there  is  a  cost  of  installation,  which  is  en- 
tirely correct. 

A.  Yes.  sir,  and  in  mv  figure  in  Exhibit  J  I  have  taken 
into  account  the  use  of  that  switchboard  a  second  time,  in  the 
figure  of  salvage  that  I  have  given,  which  is  a  part  of  the  for- 
mula used  in  determining-  the  percentage  that  should  be  set 
aside  each  year. 

O.  Then  vou  have  taken  it  into  consideration  ? 

A.  Yes,  sir. 

By  Mr.  AIarbury  : — 

O.  You  mean  that  S3%  is  for  the  cost  of  construction, 
putting  it  in  ? 

A.  Oh,  no. 

Q.  You  only  allow  17%  for  salvage? 

A.  In  the  first  place,  you  have  got  to  remember  that  in 
that  figure  you  have  all  your  elements  taken  care  of.  You  have 
not  only  your  inadequacy,  but  your  obsolescence  and  your  wear 
and  tear. 

By  CoMiMissroNER  Brecht: — 

Q.  Has  functional  depreciation  liecn  increasing  of  late 
years?  Is  it  greater  now  than  it  was  some  years  ago?  That 
is.  is  there  some  correspondence  between  the  growth  and  devel- 
opment of  the  art  and  functional  depreciation  ? 

A.  There  is  a  ratio,  a  relation,  between  functional  depreci- 
ation  

Q.  Is  it  true  that  the  more  marked  and  conspicuous  the 
improvement  and  advancement,  the  shorter  the  length  of  life? 

A.  Yes,  sir. 

Q.  The  greater  the  demands  on  the  part  of  the  public  to 
have  a  better  service  ? 
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A.  Yes,  sir. 

O.  And,  therefore,  the  greater  the  functional  depreciation? 

A.  Yes,  sir,  correct;  and,  whether  it  has  been  increasing 
in  the  Uist  few  years  in  the  telephone  plant,  it  has  increased 

Q.  That  has  to  be  measured  largely  by  the  question 
whether  the  art  has  been  advancing  in  the  last  few  years,  or 
the  last  decade? 

A.  Yes,  sir. 

Q.  In  the  last  decade  the  obsolescence  has  been  greater 
than  in  the  decade  prior,  I  would  take  it  ? 

A.  I  should  doubt  that.  If  I  have  given  that  impression,  I 
would  like  to  correct  it. 

Q.  I  do  not  know  whether  or  not  you  have  given  that 
impression,  I  am  merely  asking.  Possibly  the  earlier  strides 
were  greater  than  those  of  later  years. 

A.  Thev  are  more  impressive,  anyway.  Some  of  the  little 
changes  that  are  made  now,  that  do  not  make  any  impression 
on  one  not  a  scientist  at  all 

Q.  They  are  made  to  better  the  quality  of  the  service  ? 

A.  They  do  not  make  any  great  impression,  but  they  cost 
as  nmch  money. 

Bv  Mr.  Marye  :— 

Q.  And  it  is  the  dollars,  the  values,  that  you  are  trying  to 
provide  for  by  your  reserve  for  depreciation  ? 

A.  Yes,  sir. 

Q.  Now,  unless  counsel  and  the  Commission  desire  to 
further  examine,  would  you  kindly  pick  up  your  history  at  the 
instrument  where  you  left  it,  and  briefly  narrate  the  changes 
in  the  character  of  the  equipment  in  the  telephone  proposition? 

A.  In  the  year  1884  the  plant  consisted  of  practically  all 
iron  wire,  one  wire  to  each  telephone  circuit,  the  return  circuit 
being  through  ground. 

Q.  Through  the  ground,  the  earth  ? 

A.  Through  the  earth,  and  the  wires  for  the  most  part 
were  strung  from  one  building  to  another.  There  were  a  few 
aerial  cables  of  the  telegraph  type  in  service  at  that  time,  but 
not  very  much.     The  type  of  switchboard  in  use  was  the  mag- 
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neto  type,  and  the  s\vitchl)oards  at  that  time  were  so  designed 
that,  in  case  there  was  more  than  one  operator,  in  case  there 
were  more  than  two  or  three  operators,  the  call  had  to  be 
passed  from  one  operator  to  the  other  by  walking  up  the  room, 
the  multiple  idea,  which  I  tried  to  explain,  not  having  been 
invented  at  that  time.  The  multiple  idea  w^as  brought  out 
somewhere  in  1887  or  1888.  I  did  not  get  the  exact  date  when 
it  was  introduced  into  Pennsylvania.  In  all  the  dates  I  have 
given  here.  I  have  attempted  to  give  the  dates  when  they 
became  effective  in  Pennsylvania,  rather  than  the  date  of  the 
invention.  In  1890  we  had,  then,  a  plant  that  was  composed 
mostly  of  grounded  circuits,  iron  wire  and  non-multiple  switch- 
boards, with  the  multiple  just  coming  into  use.  Between  1890 
and  1895  there  was  a  big  advancement  in  the  art.  The 
grounded  circuit,  in  the  first  place,  was  found  to  be  unsatis- 
factory. The  idea  of  a  telephonic  transmission  of  speech  can 
be  roughly  described  as  follows :  the  sound  wave  produced  by 
the  voice  is  transformed  into  an  electrical  wave,  through  the 
transmitter.  The  electric  wave  is  carried  to  the  distant  point, 
where  it  is  transformed  into  a  sound  wave  by  the  receiver. 
Xow  if  the  electric  wave  is  exactly  in  the  same  form  at  the  end 
that  it  was  when  it  started  and  if  there  is  no  distortion  in  the 
transformation  at  the  beginning  and  at  the  end,  you  can  see  that 
you  will  get  exactly  the  same  sound  wave  at  the  end  that  you 
had  at  the  beginning.  If.  however,  the  electric  wave  has  been 
distorted  or  attenuated  in  its  traveling  over  the  circuit,  then  the 
sound  wave  at  the  receiving  end  is  different  from  the  sound 
wave  at  the  sending  end,  and  you  have  a  result  which  is  com- 
monly described  as  noisy — a  nois}-  line.  Now  when  one  side 
of  the  circuit  was  tlirough  the  ground,  through  the  earth,  if  the 
earth  had  outside  currents  induced  on  it,  which  affected  the 
circuit  of  the  telephone,  if  there  was  difference  of  potential 
between  one  part  of  the  earth  and  another,  as  the  common 
phrase  is.  then  the  electric  wave  of  the  telephone  was  distorted 
and  thereby  noise  was  produced  in  the  line.  Xow.  as  the  result 
of  the  use  of  electric  light  circuits  and  trolley  circuits,  especially 
trolley  circuits,  which  always  have  one  side  of  their  line  through 
t!ie  earth 
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Q.  'I'liat  is,  street  railways? 

A.  Street  railways,  yes,  sir — this  noisy  condition  on 
gronnded  circuits  came  in  as  a  factor  which  made  it  neces- 
sary to  do  something  radical  to  overcome  it,  and  the  answer 
was  the  introduction  of  the  metallic  circuit,  whereby  tlie  tele- 
])hone  circuit  is  completely  segregated  unto  itself;  that  is,  there 
are  two  wires,  completely  insulated  from  the  transmitting  end 
to  the  receiving  end. 

Q.  What  do  you  mean  by  insulated — insulated  from 
what  ? 

A.  h'rom  each  other  and  from  ground — earth — and  from 
all  other  electrical  carriers. 

O.  Then  the  complete  circuit  for  telephoning  is  a  com- 
plete metallic  circuit,  either  suspended  on  poles,  or  put  in  a 
cable  under  'ground? 
A.  Yes,  sir. 

O.  There  is  no  part  of  that  circuit  in  direct  connection 
with  the  earth,  as  in  a  grounded  circuit? 

A.  The  neutral  of  that  circuit  is  grounded,  but  the  cir- 
cuit itself,  either  the  positive  or  the  negative  side,  is  insulated. 
Q.  Did  that  compel  a  radical  change  in  the  equipment  of 
the  telephone  companies? 

A.  That  meant,  in  the  first  place,  that  you  had  to  have 
twice  as  many  wires,  and  it  meant  that  all  those  aerial  cables 
were  useless,  because  they  were  designed,  those  aerial,  rubber 
covered  cables,  for  one  wire  circuits,  which  could  not  be 
used  for  metallic  circuits. 

O.  How  about  the  switchboards? 

A.  The  switchboards  had  to  be  re-designed  so  as  to  pro- 
vide for  the  possibility  of  connecting  your  grounded  lines  with 
your  metallic  lines  and  give  satisfaction.  That  re-design  was 
not,  if  I  remember  rightly,  a  very  radical  re-design,  but  it 
was  quite  a  difficult  thing  to  accomplish.. 

At  the  time  that  this  came  into  effect,  the  number  of 
subscribers  in  Pennsylvania,  which  was  in  1885  about  9,000, 
in  1890  when  the  metallic  circuits  were  first  beginning  to 
be  used,  had  gotten  up  to  about  16.000,  and  the  changing  from 
grounded  circuits  to  metallic  circuits  went  on  at  a  steady 
pace,   until,    somewhere    around    1905    they    were    practically 
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eliminated.  In  1890  there  were  16.000  grounded  circuits  in 
Pennsylvania  and  no  metallic.  That  figure  is  not  exactly 
right,  because  my  figures  include  a  certain  part  of  the  nearby 
States.  I  was  not  able  to  get  it  for  Pennsylvania  exactly, 
but  approximately  16,000  were  grounded,  and  none  metallic. 
In  1897  we  had  the  same  number  of  grounded  circuits  and  the 
metallic  circuits  had  become  equal  to  the  grounded;  that  is. 
we  doubled  the  number  of  subscribers  without  increasing  the 
number  of  grounded  circuits ;  and  in  1900  we  had  five  times 
as  many  metallic  circuits  as  grounded  circuits,  and  in  1905 
they  were  out  of  existence. 

O.  What  were  out  of  existence? 

A.  The  grounded  circuits.     At  this  same  time,  about  the 
same  time,  the  underground  plant  was  started. 
Q.  \\'hat  caused  that? 

A.  The  first  underground  plant  was  built  in  Pittsburgh 
around  1888,  and  in  the  rest  of  the  State  it  was  followed  by 
having  installations  made  in  Philadelphia  in  1890  and  in  the 
northern  part  of  Pennsylvania  in  1894;  in  the  central  part 
in  1895.  The  underground  in  the  telephone  plant  was  in- 
stalled at  first  for  very  short  lengths  of  cable. 

Q.  Please  state  the  cause  of  building  underground? 
A.  The  original  cause  of  starting  the  use  of  underground 
was  that,  when  we  got  so  many  lines  overhead  that  we  would 
have  to  have  more  than  one  pole  line,  we  were  unable  to  carry 
the  lines  above  ground  and  underground  construction  had  to 
be  put  into  service.  This  was  first  installed  around  1890  and 
at  first  was  not  very  successful,  due  to  the  fact  that  the  loss 
in  transmission  in  the  underground  cable  was  very  great. 
Around  1890  there  was  perfected  what  is  known  as  the  drv 
core  cable,  which  cable  was  perfected  largely  through  the 
efforts  of  Mr.  John  A.  Barrett  who  is  still  with  our  Company, 
and  the  theory  of  that  is  that,  by  using  paper  insulation  and 
designing  the  cable  so  that  it  is  absolutely  moisture-proof  and 
there  is  no  air  in  the  cable  except  perfectly  dry  air,  and  cannot 
get  in  there,  you  are  able  to  get  a  cable  which  will  have  very 
much  less  absorbing  effect — will  cause  less  loss  in  tranmis- 
sion,  than  the  old  fashioned  cable.  With  that  cable  the  use  of 
underground  became  practicable  and  was  extended  enormously. 
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Q.  Have  you  anything  in  the  shape  of  pictures  to  illus- 
trate the  conditions  of  streets  in  large  cities  at  that  time? 
A.  Yes,  sir. 

O.  Just  about  the  time  of  the  changes? 
A.  Yes,  sir. 

By  Commissioner  Johnson: — 

Q.  Before  you  leave  that  subject,  did  not  the  stringing 
of  overhead  trolley  and  lighting  wires  make  it  practically 
necessary  for  you  to  put  your  telephone  wires  underground? 

A.  It  was  one  of  the  factors,  bvit  I  would  not  say  it  was 
the  prime  factor.  The  prime  factor  was  that  you  could  not 
carry  them.  For  instance,  if  we  had  not  been  able  to  go  un- 
derground, in  a  street  like  Seventeenth  Street  in  Philadelphia, 
we  would  have  had  to  have  something  like  twenty  pole  lines, 
side  by  side.     Of  course,  that  would  not  be  possible. 

By  Commissioner  Brecht: — 

O.  Do  you  recall  any  place  where  your  wires  were  put 
underground  where  there  were  no  electric  lights  or  trollevs? 

A.  Oh,  yes. 

Q.  I  mean,  do  you  recall  any  at  first  where  that  was  done, 
where  you  started  the  movement? 

■A.  Yes,  sir,  I  think  there  were.  Of  course,  the  trolley 
and  the  electric  light  made  one  additional  factor,  because  that 
meant  just  so  many  more  wires  overhead;  but  the  real  reason 
for  going  down  was  because  of  the  number  of  wires. 

By  Commissioner  Johnson: — 

O.  >Vould  not  the  strong  current  of  the  lighting  wire  in- 
terfere with  your  telephone  ware? 

A.  It  would  if  we  had  to  be  on  the  same  side  of  the  street 
with  them,  yes,  sir,  but  if  we  could  be  on  the  opposite  side 
and  did  not  need  but  one  pole  line,  then  we  would  be  all  right; 
but  the  real  point  was  the  density  of  the  wires.  There  is  a 
picture  of  South  Broad  Street  when  we  had  open  wires  (ex- 
hibiting picture  to  Commission),  and  there  it  is  todav  (  another 
picture). 
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By  Commissioner  Brecht  : — 

O.  Are  those  wires  all  telephone  wires? 

A.  That  was  the  telephone  line,  yes,  sir. 

Mr.  Marye  :  I  would  like  to  state  to  the  Commission 
that,  at  the  end  of  Mr.  Hayward's  testimony,  we  will  file,  as 
one  exhibit,  a  series  of  pictures  that  we  have  had  prepared, 
illustrating  the  conditions  that  have  obtained  at  different 
periods  in  the  past  history  of  the  Companies. 

By  Commissioner  Johnson: — 

O.  Was  a  third  factor  the  pressure  of  public  opinion,  ex- 
pressed in  law  ? 

A.  Correct. 

Mr.  Swayze  :    What  we  call  public  requirement. 

The  Witness:  It  is  rather  interesting  to  say  on  that 
that  it  is  extraordinary  how  little  that  came  in,  that  our  needs 
of  going  underground  were  so  great  that  we  went  almost  as 
soon  as  the  public  wanted  us  to.     That  is  an  interesting  fact. 

By  Mr.  Marye  :— 

Q.  We  do  try  to  anticipate  the  public  in  that? 

A.  We  do.  In  fact,  there  are  places  in  Pennsylvania, 
where  we  have  to  .go  overhead  because  the  public  will  not 
allow  Us  to  go  underground. 

O.  Take  those  pictures  and  show  them  to  the  Commis- 
sion, and  tell  them  exactly  what  those  two  pictures  are. 

A.  This  picture  shows  the  way  the  wires  used  to  be  run 
before  we  had  pole  lines.  As  I  explained,  before  1884,  we 
ran  the  wires  over  housetops.  At  the  present  time — you  will 
remember.  Professor  Johnson,  that  when  we  went  down  in 
the  office  manliole  in  North  Philadelphia  all  the  wires  entered 
that  office  underground,  through  one  great  big  chamber.  At 
the  time  of  this  picture  the  wires  all  entered  this  office  over- 
head and  came  down  through  a  skylight. 

Q.  Now  go  on  with  your  story. 

A.  Around  this  time,  approximately  around  this  time,  a 
little  previous  to  1890,  the  New  York-Philadelphia  Long  Dis- 
tance line,  which  had  been  built,  but  which  was  not  giving 
very  good  satisfaction,  was  made  satisfactory  by  this  same 
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Mr.  lolin  A.  r.arrctt.  by  means  of  transposing  wires.  He 
worked  out  the  theory  of  transposing  wires,  so  that,  by  fol- 
lowing a  ])erfectlv  definite,  laid-down  scientific  principle  of 
crossing  the  wires  every  so  often,  you  eliminated  the  effect  of 
induction. 

Q.  How  did  that  eliminate  the  effect  of  induction? 

A.  It  eliminated  the  eft'ect  of  induction  of  one  telephone 
wire  on  the  other,  and  also  you  decreased  the  effect  of  the 
induction  of  the  nearby  wires  on  the  telephone,  and  that  was 
])roduced  by  the  fact  that  you  made  the  average  distance  be- 
tween, we  will  say,  the  positive  wire  of  one  circuit  and  the 
negative  wire  of  that  circuit, — the  average  distance  of  those 
from  a  given  point  was  the  same  over  the  whole  circuit. 

By  Mr.  AIarbury:-- 

O.  I  do  not  want  to  interrupt  the  continuity  of  your 
story,  but  there  is  one  omission  I  want  to  ask  you  about,  and 
I  thought  I  had  better  do  it  here,  while  we  are  talking  about 
it.  You  stated  the  number  of  groimded  circuits  and  the  num- 
ber of  metallic  circuits  at  different  times,  and  finally  you  said 
that  in  1905  there  were  no  grounded  circuits  at  all? 

A.  I  said  practically  none. 

O.  But  can  you  tell  just  about  how  many  circuits  there 
were  altogether  at  that  time,  in  1905  ? 

A.  In  this  territory  that  I  have  a  record  of,  which  includes 
practically  all  of  Pennsylvania  and  a  certain  territory  outside 
there  were,  in  1905,  230,000  metallic  circuits  and  2,000 
grounded  circuits.  There  were  just  a  hundred  times  as  many 
metallic  as  grounded.     I  meant  to  say  "practically."' 

Bv  Commissioner  Tone: — 

O.  When  was  this  method  of  transposition  installed  ? 

A.  In  1884,  but  the  effect  became  very  apparent  in  the 
late  80's  and  early  90's,  due  to  the  fact  that  with  that  long 
distance  transmission  became  possible,  and  the  effect  of  long 
distance  transmission  on  the  subscriber's  plant  was  quite  revo- 
lutionary. When  it  first  came  into  use,  it  was  customary 
to  have  at  certain  central  locations,  like  drug  stores  and  rail- 
road stations  and  hotels,  what  we  called  Long  Distance  tele- 
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pliones,  which  were  designed  for  use  on  the  Long  Distance 
hne,  and  certain  big  business  houses  also  subscribed  for  these 
Long  Distance  telephones.  The  ordinary  telephone  that  was 
in  use  among  the  subscribers  at  that  time  was  not  sufficiently 
high  quality  in  line  and  instrument  and  switchboard  construc- 
tion to  give  satisfactory  service  over  the  long  distance. 

Q.  W'ere  those  Long  Distance  lines  metallic  circuits? 

A.  Oh,  yes,  they  were  metallic.  We  did  attempt  to  con- 
nect the  grounded  circuit  to  the  metallic  circuit  by  means  of 
a  repeating  coil,  and  it  was  used,  but  with  only  a  very  limited 
degree  of  satisfaction. 

By  Mr.   Swayze: — 

Q.  Before  the  transposition  was  discovered  by  ]\Ir.  Bar- 
rett, what  was  the  service  rendered  over  the  Philadelphia- 
New  York  Long  Distance  line?     Do  you  remember? 

A.  If  I  remember  rightly — I  really  do  not  know,  except 
as  I  remember  from  what  jMr.  Barrett  told  me — it  was  prac- 
tically nothing. 

O.  They  could  not  use  the  line? 

A.  The  money  had  been  thrown  away.  They  put  up  a 
Long  Distance  line  and  they  could  not  sell  the  goods. 

Q.   It  was  on  account  of  noise,  was  it  not? 

A.  Yes,  sir. 

By  Commissioner  Tone: — 

O.  Did  favorable  weather  conditions  help  it  any? 

A.  Bad  weather  conditions  would  make  it  worse.  Of 
course,  I  can  only  s]ieak  frcnn  hearsay  as  far  as  this  line  is 
concerned,  but  as  I  understand  it,  when  the  weather  condi- 
tions were  good  it  was  impnssil)le,  and  when  the  weather  con- 
ditions were  bad  it  was  more  than  impossible. 

By  AIr.  M.\rye: — 

O.  You  have  spoken  briefly  about  the  subscribers"  equip- 
ment obtaining  at  that  time,  which  was  rendered  practically 
useless  by  the  development  of  transposition.  Did  that  have 
any  efifect  on  the  toll  lines  that  had  previous'y  existed,  your 
toll  equipment? 
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A.  The  toll  line  that  had  previously  existed  had  been 
practicallv  nil.  As  we  know  toll  lines  to-day,  it  had  not  been 
possible  to  liave  toll  lines;  but,  with  the  use  of  the  Long 
Distance  lines  possible,  there  was  gradually  a  demand  for 
them,  which  made  it  necessary  for  us  to  arrange  so  that  every 
instrument  in  the  subscriber's  plant  should  be  able  to  talk  sat- 
isfactorily on  Long  Distance  and  toll  calls. 

V>y  Comaii.ssioner  Johnsox: — 

O.  For  how  long  has  that  been  possible? 

A.  You  might  say  it  was  practically  possible  in  I'JOl  or 
1902. 

g.  1901  or  1902? 

A.  Yes,  sir,  practically  possible. 

O.  Ten  or  twelve  years  ago? 

A.  Yes.  It  is  hard — you  cannot  draw  a  line.  Of  course, 
there  are  farm  lines  in  Pennsylvania  to-day  that  probably  can- 
not talk  to  Denver,  so  the  thing  cannot  be  said  to  be  100% 
perfect  to-day ;  but  it  is  practically  up  to  that  limit. 

Q.  Are  there  different  instruments  in  use  that  make  it 
impracticable  to  give  to  the  entire  State  the  facilities  of  Long 
Distance  service?  There  are  many  companies  beside  your 
own  in  the  State ;  do  they  use  different  instruments,  so  that 
it  would  be  impracticable  to  give  every  subscriber  to  every 
telephone  Long  Distance  facilities  by  making  connection? 

~S\r.  Swayze:  That  comes  in  with  our  agreement  with 
the  Attorney  General  of  the  United  States  at  the  present  time. 

Commissioner  Johnson:  I  know,  but  I  was  just  won- 
dering whether  your  agreement  meant  all  that  my  question 
implied. 

The  \\'itness:  The  Bell  Companies  have  gone  on  the 
system  that  all  transmitters  and  receivers  all  over  the  country 
shall  be  of  the  same  type,  so  that  the  standardization,  the 
standard  quality  of  transmission  from  any  subscriber  will  be 
such  that  it  will  fit  any — 
By  Commissioner  Johnson  :- — 

O.  I  would  have  assumed  that  any  Bell  subscriber  could 
talk  to  any  other  Bell  subscriber,  but  how^  about  a  subscriber 
to  some  local  system  other  than  the  Bell?     Can  he  talk? 
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A.  \\  hen  that  thing  is  carried  out.  there  are  going  to  be 
some  big'  prol^lems  of  transmission  to  solve. 

Q.   Is  that  due  to  the  differences  in  telephone  apparatus? 

A.  And  in  lines.  Just  assume,  for  instance,  there  were 
two  companies.  A  and  B,  equally  well  designed,  giving  equally 
good  service;  one,  A,  had  built  itself  up  on  the  basis  that 
20%  of  the  loss  on  its  long  haul  business  should  be  allowed 
on  the  subscriber's  line  and  had  made  their  toll  plant  accord- 
ingly, while  the  other  man  built  up  his  plant  so  that  30%  of 
loss  should  be  in  the  subscriber's  line  and  had  made  his  toll 
plant  better.  Now  when  you  fit  those  two  together,  vou  are 
going  to  have  a  real  difficulty.  That  is  just  assuming  that 
both  are  equally  good  plants.  One  is  on  one  basis  and  the 
other  is  en  another  basis.  Now  the  attempt  that  we  make  is 
to  lay  down  that  on  the  longest  haul  there  shall  be  so  much  of 
a  loss,  what  we  call  25  miles  or  30  miles  of  19  gauge  cable ; 
that  is,  the  loss  in  transmission  in  talking  from  one  person 
to  another  will  be  the  same  as  though'  you  had  a  19  gauge 
cable  25  miles  long  between  them.  That  has  been  tested  out 
and  we  consider  it  satisfactory  commercial  service,  and  the 
toll  line  is  made  so  that  when  two  standard  subscribers  are 
hitched  on  to  that,  they  get  that  kind  of  service.  Of  course. 
we  do  fall  down  in  some  cases,  but  that  is  what  we  are  after. 
That  means  that  the  loss  between  every  subscriber  and  the 
toll  plant  will  be  not  more  than  a  certain  definite  amount. 
Now  }'OU  hitch  another  plant  to  it.  even  assuming  that  their 
plant  is  equally  good,  and  you  get  into  difficulties. 

By  Mr.  Marbury  : — 

Q.  Outside  of  the  toll  system,  how  many  stations  on  other 
lines  does  your  system  connect  w  ith  now  ? 

Mr.  Marve  :     In  Pennsylvania  ? 

Mr.  Marbury  :     Generally  throughout  the  countrv. 

A.  I  do  not  know.  I  think  those  figures  have  been  pub- 
lished. 

Mr.  Marve  :  They  are  published  every  year,  are  they 
not? 

Commissioxer  E^reciit:  Limit  the  question  to  Pennsyl- 
vania. 
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Mr.  Marbury:    About  three  million? 

Mr.  Swav/e:    I  should  say  somewhere  around  there. 

B  V   Co  -M  M I SS I O  N  ER  Jo  H  N  SO  N  : 

O.  Will  it  be  practicable  to  apply  that  provision  of  our 
law  which  looks  toward  the  connection  of  the  different  tele- 
phone companies  or  systems,  different  telephone  lines,  so  as 
to  give  the  State  generally  a  toll  service  ? 

A.  I  think  I  will  have  to  answer  that  I  do  not  know.  I  do 
not  see  it  to-day.  I  see  the  difficulties  ;  whether  the  difficulties 
can  be  overcome,  I  do  not  know. 

O.  I  assume,  from  the  fact  that  you  do  not  know,  that 
there  are  certain  mechanical  difficulties  involved? 

A.  There  are  big  difficulties,  there  are  real  difficulties,  and 
I  am  taking  the  simplest  case  of  where  the  man  with  whom 
you  are  going  to  connect  has  carried  on  business  of  a  perfectly 
satisfactory,  high  grade  quality,  but  he  has  done  it  on  a  dif- 
ferent division  of  standardization  from  what  you  have  yourself. 

O.  The  Long  Distance  service  is  thus  far  immediatelv  lim- 
ited to  the  subscribers  of  your  system? 

A.  There  is  quite  a  bit  of  long  haul  traffic  handled  bv 
companies  other  than  the  Bell  System  in  the  State  of  Penn- 
sylvania. 

^Ir.  Sw^wze  :    But  under  contract  relations. 

By  Mr.  Swayze  : — 

O.  There  is  long  haul  business  by  other  companies?' 
A.  Yes,  other  companies ;  for  instance,  the  Keystone  Com- 
pany liandlc  some  long  haul  traffic.    They  do  not  handle  as  long 
haul  as  wc  do,  but  they  handle  some. 

By  Commi.ssioxer  Johxsox: — 

Q.  That  is,  you  combine  with  the  Keystone  ? 

A.   Xo.  sir;  they  handle  their  own  or  affiliated  lines. 

By  Mr.  Marve  : — 

Q.  But  there  are  companies,  the  ownership  of  which  is 
entirely  separated  from  Bell  Telephone,  operating  in  the  State 
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of  Pennsylvania,  whose  lines  are  connected  with  the  lines  of  the 
Bell  Telephone  System,  and  Long  Distance  service  been  ren- 
dered thereover,  under  contract  to-day?  In  other  words,  you 
have  a  larg-e  number  of  what  you  call  Connecting-  Companic'^ 
in  the  State  of  Pennsylvania? 
A.  Yes,  sir. 

Bv   COMMISSIOXER  JOHXSON: 

Q.  And  it  will  be  possible,  gradually  at  least,  to  increase 
the  number  of  those  contracts  so  as  to  cover  the  State  gen- 
erally ? 

Mr.  Swavze:  W'e  have  not  interpreted  just  what  the 
agreement  with  the  .A.ttornev  General  means  as  to  that,  nor 
have  we  had  an  interpretation  of  that  section  of  the  law  which 
provides  for  a  physical  connection  with  other  companies. 

Mr.  Trinkle:    You  are  referring  there  to  our  law? 

Mr.  Swavze  :    Yes,  I  referred  last  to  your  law. 


At  1.00  P.M.  a  recess  was  taken  ur.til  2:30  P.M. 


750a  Xalliaii  Ilayzvord. 

2.30  P.  M. 
Nathan  Ha^wakd,  resumed. 

]\\  Mr.  Marve:— 

(J.  \\  ill  \on  please  continue  where  you  left  off  before 
adjournment?  You  were  talking,  at  the  time  of  adjournment, 
about  the  changes  that  took  place  between.  I  think,  the  years 
1890  and  1895. 

A.  ^'es,  sir. 

(J.  .And  you  had  ilhistrated  the  change  previously  from 
grounded  to  metallic  circuits.  You  had  also  referred  to  some 
of  the  changes  that  were  lirought  about  by  the  introduction 
of  the  dry  core  cable,  invented  by  Mr.  IJarrett,  or  conceived 
b\-  Air.   llarrctt,  when  we  adjourned. 

A.  The  drv  core  calde  is  rcalv  a  verv  revolutionary  step 
in  the  advancement  of  the  telephone  art,  because  it  made,  as 
1  say.  underground  ccnstructicn  really  possible,  and  not  only 
possible  but  practical.  The  modern  underground  cable  can  be 
made,  as  1  exp'ained  at  a  previous  hearing,  with  as  high  as 
600  pairs  or  1200  wires  under  one  sheath.  The  old  type  of 
cable  held  comparatively  few — 10  or  15,  I  think.  Also  with 
the  adoption  of  the  underground  dry  core  cable,  the  method 
of  splicing  was  revolutionized,  so  that  at  the  present  time  you 
are  able  to  splice  15  or  20  dry  core  cables,  of  600  pairs  each, 
in  a  comparatively  small  manhole,  whereas,  with  the  old  tvpe, 
with  the  same  number  of  pairs,  to  make  a  splice  would  have 
taken  the  whole  street. 

O.  Did  you  thiu-k  of  bringing  along  a  sample  of  the  lit- 
tle appliances  by  which  they  make  the  splicing  in  the  dry 
core  cable? 

A.  I  ('o  rot  think  we  b.ave  any  here.  They  are  paj^er 
collars. 

O.  Paper  collars  that  slip  over  the  wires,  little  things  like 
paper  straws? 

.A.   Like  paper  straws. 
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Bv  Mr.  Trinkle: — 

O.  You  had  one  of  those  here  once  before,  dio  you  not? 

A.  W'e  had  a  cable. 

]\Ir.   Marve  :     But  not  the  s])licing  apparatus. 

The  Witness  :  Going  on  to  the  next  five  years,  from 
1895  to  1900,  just  previous  to  that  five  years  the  bridging  beU 
was  invented  by  J.  J.  Carty,  now  chief  engineer  of  the  Ameri- 
can Telephone  and  Telegraph  Company,  and  that  was  fol- 
lowed up  by  big  advances  in  the  switchboard  apparatus  that 
I  tried  to  describe  this  morning.  The  common  battery  switch- 
board was  first  put  in  use  in  Pennsylvania  in  1895.  and  the 
first  relay  board,  which  was  the  first  big  step  in  the  way  of 
improvement  on  the  common  battery,  was  put  into  effect,  in 
service,  in  1898, — 1897  or  1898.  The  adoption  of  the  relay 
board,  as  I  tried  to  explain  this  morning,  was  followed  along 
immediately  with  further  improvements  which  came  as  the 
result  of  a  successful  step  in  a  new  art.  During  thi^  period 
the  dry  core  cable  began  to  be  effective.  The  first  dry  core 
cables  made  were  of  a  few  pairs, — ten.  fifteen,  or  up  to  fifty, 
and  then  during  this  period  they  extended  the  cables,  making 
them  a  hundred,  then  two  hundred,  three  hundred,  four  hun- 
dred and  finally  six  hundred  pair  cables,  and  now  we  are 
making — just  starting  out  in  the  manufacture  of — nine  hun- 
dred pair  cables.  There  has  been  one  ordered  for  the  City  of 
Harrisburg.  That  advance  is  of  enormous  value,  because  it 
increases  the  ca])acit\-  of  your  conduit  s\stem.  and.  the  con- 
duit system  being  a  valuable  part  of  the  plant  and  a  very 
permanent  part,  the  more  you  can  lengthen  its  life,  the  more 
effective  you  have  made  it. 

Bv  AIr.  Marve:— 

0.  And  economical? 

A.  More  economical,  yes.  During  the  next  five  years  the 
really  most  fundamental  im]:)rovement  was  the  loading  coil. 
That  made  possible  the  use  of  the  cal)le  in  connection  with 
our  Long  Distance  circuits,  and  made  possible  the  extension  of 
our  Long  Distance  circuits,  open  wire,  over  longer  territory. 
As  a  result  of  the  loading  coil,  we  are  now  al)le  to  talk  over 
open  wire  from  Xew  ^'ork  to — Denver  is  the  farthest  point. 
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O.    Who  imeiitcd  wlTat  you  call  the  loading  coil? 

A.    Professor  I'upin  ojjtaincd  the  first  patent. 

().  Is  it  the  pro])erty  of  the  American  Telephone  &  Tele- 
graph L'oni])any? 

A.  Yes. 

O.  They  purchased  it  ? 

A.  They  purchased  the  patent.  That  has  heen  followed 
u])  hv  numerous  improvements  on  the  Pupin,  or  loading  coil, 
so  that  now  we  are  able  to  use  it  in  connection  with  cables 
and  phantom  circuits.  By  phantoming,  I  mean  that  we  are 
able  to  carry  on  three  conversations  at  the  same  time  over  two 
pairs  of  wires.  That  was  an  art  that  was  understood  as  a 
physical  conception  away  back  in  the  time  of  Alaxwell,  but 
it  was  not  made  practical  until  some  twelve  years  ago.  By 
practical,  I  mean  so  satisfactory  that  it  could  be  used  univer- 
sally. But  we  are  now  using,  on  nearly  all  of  our  toll  lines, 
that  arrangement,  so  that  we  are  able  to  carry  on  three  con- 
versations over  two  toll  wires,  all  at  the  same  time,  without 
interfering  with  each  other. 

Q.  Who  developed  the  phantom  circuits  ?  You  said  it 
was  known  from  the  time  of  Maxwell.  Was  Maxwell  a 
telephone  man  ? 

A.  No. 

Q.  Has  the  Bell  Telephone  had  anything  to  do  with  de- 
veloping that? 

A.  Maxwell  was  kind  of  the  Father  of  all  modern  elec- 
trical science.  I  do  not  exactly  know  how  to  describe  him. 
Pie  was  an  Englishman. 

O.  Who  made  it  practicable? 

A.  What  individual? 

Q.  Ves. 

A.  It  was  a  group  of  individuals,  of  operating  men. 

Q.  Whose  operating  men  ? 

A.  Of  the  Bell  System.  I  do  not  know  how  much  of  it 
is  due  to  the  Independent  companies. 

O.  It  was  the  art? 

A.  It  was  the  art,  developed  by  all  of  the  men.  I  do  not 
think  the  credit  for  making  the  phantom  circuit  practical  can 
be  given  to  any  one  man.     It  was  the  who'.e  crowd,  and  with 
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the  loading  coil  and  with  the  development  of  the  side  issues 
from  the  loading  coil,  we  are  able  to  carry  on  this  same  con- 
ception in  cables,  and  the  development  of  the  quadded  cable, 
as  it  is  called,  or  a  cable  in  which  it  is  possible  to  carry 
through  a  phantom  circuit,  has  been  a  product  of  the  art  of 
the  last  year  or  two  of  cable  development,  and  with  it  the 
development  of  a  loading  coil  which  could  be  applied  to  that 
phantom  circuit.  The  result  of  that  has  been  a  most  inter- 
esting example,  the  cable  that  now  reaches  from  Washington 
to  Boston,  going  through  the  cities  of  Baltimore,  Wilmington, 
Philadelphia,  Trenton,  New  York,  New  Haven,  Providence — 
I  think  I  am  right  there — and  Boston,  that  cable  giving  satis- 
factory transmission,  although,  when  I  first  came  with  the 
Company,  we  were  unable  to  get  satisfactory  transmission 
further  than  the  distance  from  Bryn  Mawr  to  Philadelphia 
through  a  cable.  That  development  has  been  steady  and  very 
marked.     There  are  chances  for  further  improvements  there. 

Q.  That  are  being  worked  on? 

A.  There  are  very  brilliant  men  in  the  Bell  System  work- 
ing on  it.  I  think  we  have  in  the  American  Telephone  and 
Telegraph  engineering  department  one  or  two  of  the  sound- 
est mathematicians  in  this  country,  and  the  possibility  of  de- 
veloping the  further  use  of  the  cable  for  toll  work,  the  loading 
coils  associated  with  it,  and  the  repeater,  which  is  on  the  same 
conception  as  the  telegraph  repeater,  though  very  much  more 
complicated,  is  simply  a  matter  of  exact  mathematical  applica- 
tion to  practice. 

By  Commissioner  Brecht: — 

Q.  You  regard  that  development  as  a  very  material  addi- 
tion to  the  telephone  service,  do  you? 

A.  Yes. 

Q.  Do  I  understand  it  has  been  made  within  the  last  few 
years  ? 

A.  Yes,  sir.  Just  think  what  difference  it  makes:  at  the 
time  of  that  severe  sleet  storm  on  the  4th  of  March,  1909, 
when  President  Taft  was  inaugurated  and  when  Washington 
was  isolated  from  the  world — you  could  not  get  in  touch  with 
it — there  was  no  underground   connection    with    Washington 
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bv  telegraph  or  telephone.  To-day  we  have  that  fixed  so  that 
Washington  cannot  be  isolated,  except  by  having  a  sleet  storm 
with  all  the  open  wires  down,  and  at  the  same  time  an  under- 
ground cable  in  trouble,  which  is  absolutely  almost  an  im- 
possible combination  to  conceive  of.  You  might  have  a  com- 
bination of  a  sleet  storm  and  flood. 

Q.  It  would  seem  to  indicate  that  the  ratio  of  progress  in 
the  last  few  years  has  been,  if  anything,  greater  than  in  the 
pa.st  ? 

A.  It  has  on  that  line,  undoubtedly.  The  progress  along 
the  line  of  transmission  of  speech  has  been  greater  in  the  last 
few  years  than  in  any  other  previous  years.  On  the  switch- 
board I  should  not  say  it  had  been  as  fast;  I  should  say  the 
previous  five  years  had  been  faster. 

Bv  Commissioner  ^^ 'right: — 

Q.  Have  you  anv  underground  cables  except  in  cities? 
Have  you  any  Long  Distance  lines  underground  ? 

A.  Yes,  sir;  we  have  that  one  that  runs  underground  all 
the  way  from  the  City  of  \\'ashington,  and  not  coming  out 
from  underground  at  any  place  except  where  it  crosses  cer- 
tain rivers.  It  crosses  the  Susquehanna  on  a  bridge,  but  is 
suspended  under  the  bridge,  and  with  the  exception  of  cross- 
ing the  rivers  it  is  underground  the  full,  complete  distance. 

r.v  ^Ir.  ^Iarbury  ; — 

O.  All  those  improvements  that  you  have  been  speaking 
of  in  the  last  few  years  are  on  the  Long  Distance  lines,  are  they 
not? 

A.  Xo,  by  no  means.  The  example  I  gave  is  the  Long 
Distance  Company's,  and  it  is  the  most  marked  example,  but 
we  have  extended  our  cables — for  instance,  our  Company  owns 
one  from  Philadelphia  to  Wilmington ;  we  own  cable  from 
Philadelphia  to  Paoli ;  we  own  a  cable  from  Philadelphia  to 
Xorristown.  and  are  expecting  to  extend  it  further;  we  own 
cable  from  Philadelphia  to  Haddonfield,  and  expect  to  add 
further  extensions,  and  the  same  wav  around  Pittsburo-h. 
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Bv  Mr.  Swayze: — 

O.  You  are  speaking  of  underground  cable? 

A.  No,  I  am  speaking  of  both  underground  and  aerial. 
Those  include  both  aerial  and  underground. 

By  ]\Ir.  Marbury  : — 

Q.  I  am  speaking  particularly  of  those  lines  upon  which 
you  made  the  recent  improvements  in  the  core,  etc. 

A.  Our  lines  have  received  the  benefit  from  those  fully  as 
much,   in  proportion,   as  the  Long  Distance  Company. 

Q.  Fully  as  much  in  proportion,  but  I  mean  that  the  great 
improvement  in  the  property  devoted  to  public  uses  in  the  State 
of  Pennsylvania  has  not  been  within  the  last  few  years  along 
the  lines  that  you  suggest,  has  it? 

A.  \\'ould  you  repeat  your  question  ? 

O.  The  improvement  in  your  property  in  the  Stafe  of 
Pennsylvania  within  the  last  few  years  has  not  been  as  great 
along  the  lines  that  you  have  been  recently  speaking  of?  That 
has  applied  principally  to  Long  Distance  lines? 

A.  But  vou  must  remember  that  we  have  a  great  big  toll 
trarhc  and  an  enormous  suburban  traffic,  and  that  is  where  it 
does  apply.  Take  for  instance  the  question  of  the  40  mile  haul, 
all  the  calls  within  a'  40  mile  radius  of  the  two  big  cities  oi 
Pittsburgh  and  Philadelphia.  That  business  is  a  big  amount, 
a  large  number  of  calls,  and  the  possibility  of  handling  that  big 
volume  of  business  over  open  wires  and  giving  satisfactory 
results  in  a  congested  city  is  almost — it  is  hard  to  see  how  we 
could  have  done  it ;  we  could  not  handle  it  on  open  wire  and 
we  could  not  have  handled  it  in  cables  unless  the  development 
I  have  tried  to  explain  in  connection  with  the  loading  coil,  and 
those  coordinating  articles  that  go  with  the  loading  coil,  had 
been  in  existence. 

O.  Are  all  the  lines  equipped  that  way? 
A.  Thev  are  all  above  a  certain  distance,  yes,  sir.    I  would 
not  quote  that  figure.    I  think  it  is  above  ten  miles. 
Mr.  AIarye:     Between  five  and  ten. 
The  \\'itxess  :    I  cannot  give  you  the  exact  number  of 
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miles,   hut   every  cable  over   a   certain   distance   in   length   is 
loaded. 

By  Mr.  Marbuky: — 

O.  Do  you  put  that  in  yourself  ? 

A.  We  do. 

O.  Is  it  your  property  ? 

A.  It  is. 

O.  You  do  not  rent  that  from  the  A.  T.  &  T.? 

A.  No. 

O.  You  do  not  own  any  Long  Distance  lines  ? 

A.  That  depends  upon  what  you  mean.  If  you  use  Long 
Distance  in  the  colloquial  sense  used  by  the  Bell  System,  we 
do  not.  If  you  use  it  in  the  sense  of  a  line  beyond  the  ex- 
change, we  do. 

O.  It  does  not  make  much  difference  about  the  terms,  I 
am  merely  trying  to  find  just  what  you  own  and  v/hat  the 
A.  T.  &  T.  own. 

A.  We  own  all  the  subscriber's  plant  except  the  receiver, 
transmitter,  and  induction  coil,  about  which  I  explained.  We 
own  the  toll  plant,  which  consists  o'f  the  toll  lines  between 
certain  points  in  our  territory.  The  territory  is  divided  in  the 
State  of  Pennsylvania  into  three  parts.  We  own  all  the  toll 
lines  within  those  three  parts,  and  the  Long  Distance  own 
the  lines  running  from  one  to  another.  I  think  that  is  brought 
out  in  one  of  the  exhibits. 

O.  For  instance,   from   Pittsburgh   to   Philadelphia? 

A.  We  do  not  own  those.  We  do  not  own  from  Pitts- 
burgh to  Philadelphia.  We  do  not  own  from  Pittsburgh  to 
Harrisburg,  but  we  do  own  from  Pittsburgh  to  Johnstown  and 
we  do  own  from  Altoona  to  Harrisburg. 

O.  Is  there  any  special  line  of  distinction  between  vour 
Company  and  the  A.  T.  &  T.  as  to  what  you  shall  operate  and 
own  ? 

Mr.  Swayze:  This  is  bringing  up  the  relationship.  W^e 
are  perfectly  ready  to  meet  this  relationship,  but  it  is  not 
cross-examination  of  Mr.  Hay  ward  on  functional  depreciation 
at  all.  and  we  are  getting  astray  fron)  the  question  that  Mr. 
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Hayward  is  discussing.  We  are  getting  into  the  A.  T.  &  T. 
relation. 

The  Chairman  (Mr.  Wallace)  :  Yes,  I  think  you  had 
better  stick  to  the  subject  under  discussion.  That  will  come 
along  at  a  later  time. 

Mr.  Marbury  :  I  am  not  trying  to  get  into  the  relation 
of  the  two  Companies,  because  I  appreciate  that  is  coming  up 
later,  but  he  has  explained  the  functional  depreciation  with 
respect  to  this  particular  Company,  showing  what  it  has  been 
in  the  past  and  what  it  is  now,  and  he  was  explaining  that 
the  great  functional  depreciation  in  the  last  few  years  was 
on  these  Long  Distance  lines,  and  I  was  simply  trying  to  find 
out  just  how  many  of  them  actually  afl:'ected  his  Company 
and  how  many  of  them  would  not  afifect  it. 

The  ^^'ITXESS :  I  would  be  willing  to  make  a  general 
statejuent  like  this,  that  the  loading  coil  saved  the  Local  Com- 
pany from  getting  into  an  impossible  condition.  The  loading 
coil  made  the  Long  Distance  Company  able  to  extend  beyond 
what  it  had  done  before.  In  other  words,  I  should  say  that 
the  loading  coil  was  more  valuable  to  the  Local  Company  than 
it  was  to  the  Long  Distance,  if  you  can  make  a  distinction. 

By  Mr.  ]\Larye  : — 

Q.  As  a  matter  of  fact,  all  the  improvements  about  which 
you  have  been  talking  are  actually  installed  by  your  Com- 
panies in  their  own  plants  ? 

A.  Yes.  sir. 

Q.  And  engaged  in  rendering  service  to  the  people  of 
Pennsylvania? 

A.  Yes,  sir. 

By  Mr.  Marbury  : — 

Q.  You  cannot  give  any  idea  as  to  how  much  that  func- 
tional  depreciation  has   cost  your  own   Company? 

A.  I  do  not  think  you  can  separate  functional  deprecia- 
tion from  natural  depreciation,  they  all  coordinate  together  so 
closely. 

Q.  How  many  of  these  lines  have  you  put  in  with  this 
new  improvement  on  them  ? 

Mr.  Marye  :    Exhibit  A  ought  to  show  it. 
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A.  On  August  31,  1912,  there  were  13,500  loading  coils 
owned  by  this  Company  in  the  State  of  Pennsylvania. 

By  Mr.  Marye: — 

Q.  Installed  on  its  own  plant? 

A.  Installed  in  service  and  operated.  The  number  since 
then  has  increased  enormously. 

15v   Mr.   Marbury: — 

O.  Can  you  give  an  idea  of  the  cost  of  those  thirteen 
thousand  ? 

A.  I  think  you  can  work  that  right  out  for  yourself  from 
the  unit  cost. 

By  ;Mr.  3.Iarye  : — 

Q.  Is  it  not  given  on  Exhibit  B  ? 

A.  Xo,  but  you  will  find  in  that  big  exhibit  the  unit  .cost 
as  installed,  and  you  just  apply  that  to  the  total  number. 

Mr.  Marye  :  It  is  about  fifteen  dollars  a  coil.  I  think. 
Exhibit  GG  shows  it. 

By  ]\Ir.  Trinkle  : — 

O.  Those  coils  are  owned  by  the  Bell  of  Pennsylvania, 
I  understand? 

A.  Yes,  sir. 

By  Commissioner  Tone: — 

O.  Will  you  explain  what  loading  coils  are  and  what  pur- 
pose they  fulfill? 

A.  As  I  tried  to  describe  this  morning,  the  problem  of 
the  telephone  engineer  is  to  transmit  an  electric  wave  of  ex- 
actly the  same  character  as  the  sound  wave  to  the  distant 
point,  without  any  distortion  or  attenuation  of  that  wave. 
Now  what  is  known  as  the  electrostatic  capacity  of  a  line, 
which  is  the  electrical  absorbing  effect,  as  I  think  you  might 
describe  it.  of  a  line,  tends  to  flatten  the  wave  as  it  goes  along, 
so  that  the  wave  at  the  end  of  the  line  has  been  attenuated 
in  its  progress  over  the  line. 
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By  Commissioner  Brecht: — 

Q.  Has  lost  in  power  and  energy  ? 

A.  It  has  flattened  out. 

Q.  Has  it  lost  in  power  or  energy? 

A.  No ;  we  are  not  interested  in  the  energy.  For  in- 
stance, the  amount  of  energy  necessary  to  operate  a  trans- 
mitter is  six  multiplied  by  ten  to  the  minus  sixteenth  power  ; 
that  is,  the  number  of  amperes  necessary  to  operate  a  trans- 
mitter is  six  divided  by  ten  to  the  sixteenth  power,  which 
means  practically  nothing  at  all.  The  current  necessary  to 
operate  an  electric  light  is  about  half  an  ampere. 

O.  In  the  progress  of  the  wave  in  question  do  the  vibra- 
tions shorten? 

A.  They  are  flattened  out. 

O.  Simply  flattened  out? 

A.  Yes,  sir.  The  word  "attenuated"  that  we  use  I  think 
describes  it  the  best  way  that  I  know  of.  Now  that  absorb- 
ing effect,  that  electrostatic  capacity,  that  eft'ect  of  flattening 
out,  is  increased  as  the  distance  between  the  wires  is  de- 
creased. Now  an  ordinary  pair  of  open  wires  are  on  two 
pins  several  inches  apart,  and  the  electrostatic  capacity  of 
those  wires  is  not  very  great.  \Miere  you  get  a  cable,  with 
the  two  wires  twisted  together,  the  electrostatic  capacity  is 
very  great  and,  therefore,  the  effect  of  attenuation  of  your 
electrical  wave  is  great.  Now  the  result  is  that  a  cable  can 
be  used  only  on  a  very  much  shorter  distance  than  an  open 
wire.  Now  the  theory  is  that  in  an  electric  circuit  the  in- 
ductance of  the  circuit — which  is  the  "kick-back"'  eft'ect — the 
inductance  of  the  circuit  and  the  electrostatic  capacity  have 
exactly  the  opposite  effects ;  and,  if  you  get  a  certain  definite 
relationship  between  the  electrostatic  capacity  and  inductance 
of  the  circuit,  you  get  a  minimum  absorbing  effect.  That  is 
a  principle  that  has  been  known  for  a  long,  long  while  in 
alternating  current  work.  Now  the  eft'ect  of  the  Pupin  coil 
is  just  to  put  in  the  amount  of  inductance  that  will  oft'set  the 
capacity  and  bring  it  to  a  minimum,  so  that  the  attenuating 
effect  of  the  electrostatic  capacity  of  the  line  is  brought  to 
a  minimum. 
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Bv  Mr.  Marve: — 

Q.  In  that  connection,  can  you  relay  telephone  conversa- 
tions as  the  telei,n-aph  companies  can,  by  their  method  of  re- 
laying? 

A.  No.  There  is  a  relay  in  the  course  of  development 
which  is  more  or  less  practical,  but  not  perfected. 

Q.  Will  you  kindly  go  on  with  your  history? 

A.  We  have  brought  the  history  down  practically  to  the 
present  time. 

O.  Did  the  introduction  of  these  induction  coils  reduce 
the  amount  of  copper  necessary  to  be  used  in  the  business? 
Jn  other  words,  without  the  Pupin  coil  would  you  have  had 
to  use  more  copper  in  open  wire  circuits? 

A.  Yes,  sir. 

O.  And  it  was  an  almost  incalculable  saving  in  that  con- 
nection ? 

A.  Yes,  but  the  great  value  of  the  Pupin  coil  was  not  as 
a  saver  so  much  as  an  extender,  improver  of  the  service.  It 
extended  the  service  beyond  a  point  that  it  would  have  been 
impossible  to  reach  before. 

O.  Is  it  not  conceivable  that,  without  the  Pupin  coil  or 
anything  similar  thereto,  you  could  have  put  up  a  circuit  from 
here  to  Denver  large  enough  to  have  transmitted  a  telephone 
conversation  ? 

A.  Yes,  but  the  point  I  am  trying  to  make  is,  forgetting 
those  long  haul  transmissions,  which  are  more  spectacular 
than  of  big  advantage,  and  taking  the  real  advantages  of  the 
Pupin  coil,  they  are  in  traffic  like  that,  for  instance,  between 
^Vayne  and  Philadelphia.  That  is  a  big  traffic,  with  an  enor- 
mous number  of  calls  a  day.  If  you  had  not  been  able  to  get 
those  wires  into  a  cable,  you  would  not  have  been  able  to  get 
satisfactory  service,  because  there  would  not  have  been  streets 
enough  to  carry  the  wires  on  poles,  and  you  could  not  have 
carried  them  in  cable  without  the  coil.  That  is  to  my  mind 
where  the  big  advantage  of  the  Pupin  coil  came,  and  that  is 
why  I  answered  as  I  did  the  attorney  on  the  other  side. 

Bv  Commissioner  Pennypacker: — 

Q.  Assuming  all  those  facts  to  be  exactly  correct,  just  as 


Nathan  Hayivard.  761a 

you  have  testified,  do  you  think  we  ought  to  increase  tlic  rates 
or  to  lower  them,  or  to  leave  them  as  they  are? 

A.  You  mean  the  rates  to  subscrihers,  or  the  rate  of  de- 
preciation? 

O.  The  rates  to  be  charged  to  the  subscribers. 

A.  I  think  that  the  earnings  that  we  are  now  making  are 
about  proper  earnings  on  the  base.  It  may  be  possible  that 
some  adjustment  can  be  made  in  the  rates  to  make  more  sat- 
isfactory results,  but  I  do  not  think  that  you  are  going  to  find 
that  the  gross  earnings  can  be  lowered  without  reducing  the 
net  earnings  below  a  proper  percentage  on  a  proper  base. 

By  Mr.  Trinki.e: — 

Q.  What  rate  of  return  arc  you  earning  on  the  base? 

A.  Are  we  actually  earning? 

O.  Yes. 

A.  That  exact  figure  I  have  not  in  mind.  It  is  well  un- 
der eight  per  cent.  I  have  had  a  great  many  figures  to  keep 
in  mind. 

By  Mr.  Marye  :— 

O.   Of  what  base  are  you  talking? 

A.  I  was  assuming  that  a  proper  base  is  the  base  that  I 
have  submitted  in  my  exhibit. 

O.  And  you  are  satisfied  you  are  making  consi;!crably 
below  eight  per  cent  ? 

A.  On  that  base,  yes. 

By  Mr.  Trinkle: — 

0.  You  are  not  making  a  rate  below  seven. — between 
seven  and  eight? 

A.  On  that  base? 

Q.  On  your  base. 

A.  I  think  it  is. 

Q.  You  think  it  is  between  seven  and  eight? 

A.  Oh,  between  seven  and  eight?  I  think  it  is  below 
seven.    I  am  not  positive;  I  would  rather  not  be  quoted  on  that. 

Mr.  Marye  :    We  will  submit  figures  on  that. 
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By  Mr.  Trinki.e: — 

Q.  You  have  been  saying  the  present  rate  of  return  was  a 
proper  one,  and  I  wanted  to  get  at  what  it  was. 

A.  No,  sir,  I  said  I  did  not  think  the  present  rate  of  return 
could  be  lowered  without  getting  it  below  a  proper  amount. 

O.  I  was  merely  following  it  up  to  see  whether  you  knew 
exactly  what  it  was. 

A.  I  know  what  its  maximum  is. 

Commissioner  Brecht  :  There  was  an  effort  made  to 
get  it  into  the  terms  of  figures? 

Mr.  Swayze  :  Oh,  yes,  sir,  we  have  it  in  the  terms  of 
figures,  but  we  did  not  intend  to  put  it  in  by  an  engineer. 

By  Mr.  Marye  :— 

O.  Without  going  into  any  detail  at  all,  will  you  now 
briefly  refer  to  changes  in  the  switchboard.  I  think  you  men- 
tioned that  the  really  radical  change  was  from  the  magneto  to 
the  common  battery  type.  What  is  a  magneto  switchboard, 
briefly  ? 

A.  The  magneto  switchboard,  as  the  subscriber  sees  it,  is 
the  switchboard  which  is  associated  with  a  telephone  in  which 
he  has  to  turn  a  crank  in  order  to  reach  the  operator.  The 
common  battery  is  the  form  in  which  he  reaches  the  operator 
on  placing  the  telephone  to  his  ear. 

Commissioner  Johnson  :  Will  you  have  the  stenographer 
put  in  a  foot  note  referring  to  some  succinct  treatise  on  the 
subject  of  telephony,  if  you  can? 

Mr.  Swayze:  We  have  in  mind  a  history  of  telephony, 
written  in  a  popular  style.  I  am  perfectly  willing  to  supply  the 
Commission  with  copies  of  that  history,  if  they  so  desire.  I 
did  not  intend  voluntarily  to  impose  it  on  them,  but  I  will  have 
a  copy  sent  to  each  one  of  the  members  of  the  Commission, 
and  to  counsel,  without  any  obligation  upon  them  to  read  it. 
You  can  pick  up  from  that.  Professor  Johnson,  the  thing  I 
thnik  that  you  want,  the  history  of  the  switchboard  and  so  on, 
but  it  will  not  discuss  the  technical  side  of  the  business ;  only 
from  the  i)opular  side.    That  is  Herbert  Casson's  book. 
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By  Mr.  Marye  :— 

Q.  In  that  connection,  in  the  magneto  type  of  equipmenL 
the  energy  was  generated  from  batteries  located  on  the  sub- 
scriber's premises,  was  it  ? 

A.  Yes,  sir. 

Q.  And  the  switchboard  was  designed  accordingly? 

A.  Yes. 

Q.  In  the  common  battery  type,  the  energy  is  generated 
at  the  central  offices  of  the  company  ? 

A.  Yes. 

O.  The  term  "common  battery"  means  the  battery  nsed  in 
common  by  the  subscribers? 

A.  Yes,  sir. 

Q.  Have  you  prepared  some  typical  cases  of  the  equipment 
of  your  Companies  in  Pennsylvania  in  the  past  years  that  has 
been  displaced  by  reason  of  these  fundamental  changes  abcut 
which  you  have  been  testifying  to-day  ? 

A.  Yes.  I  just  took  at  random  a  number  of  examples, 
which  I  thought  would  be  interestingly  typical.  The  most 
startling  case  of  a  switchboard  being  replaced  on  account  of 
functional  depreciation  due  to  obsolescence  was  the  case  of  the 
first  big  common  battery  switchboard  which  was  ever  installed, 
in  the  East  any  way,  and  that  was  installed  in  Philadelphia.  It 
was  installed  in  1895  and  cost  approximately  $30,000.  In  1896 
it  was  doubled,  making  about  $60,000  investment,  and  it  was 
added  to  in  the  next  year,  making  a  total  investment  of  about 
$70,000.  the  total  investment  having  been  made  on  an  averac:e 
in  the  vear  1896.  that  is,  some  Isefore  and  some  after,  and  some 
in  the  year  1896.  In  the  year  1900  the  switchboard  was  aban- 
doned, thrown  away — practically  nothing,  no  parts  of  it,  could 
be  used — and  replaced  with  the  first  relay  common  battery 
board,  which  is  of  the  type  that  I  tried  to  explain  this  morn- 
ing. That  is.  the  life  of  that  switchboard  was  four  years.  It 
was  cut  out  of  service  in  tofo  in  four  years,  and  that  was  due 
to  the  fact  that  the  common  battery  idea  contained  in  that 
switchboard  was  so  successful  that  it  brought  about  a  further 
development,  namely,  the  relay  switchlioarrl  which  is  now  be- 
ing used.  Now  that  relav  switchboard  which  repdaced  it  was 
immediately  found  to  be  subject  to  further  advancement.    The 
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original  relay  board  had  the  three-voltage  idea  and  that  was 
replaced  with  single  voltage.  The  line  and  cut-off  relay  were 
improved  and  the  method  of  ringing  on  the  subscriber's  line 
was  improved.  Now  the  method  of  ringing  on  the  sub- 
scriber's line  seems  as  though  it  was  a  simple  change  to  make 
— all  you  have  to  do  is  to  replace  a  white  pushbutton  with  a 
black  one,  or  something  of  the  kind,  and  you  would  bring 
about  the  result ;  but  it  really  required  a  big  outlay  in  money 
in  order  to  get  that  result.  Also,  as  I  explained  this  morning, 
the  repeating  coils  were  changed. 

By  CoMMissiOiVER  Pennypacker  : — 

Q.  Before  you  leave  that,  with  the  exception  of  the 
changes  that  you  have  described,  that  switchboard  has  been  in 
use  from  1900  until  to-day,  has  it? 

A.  Yes.  sir ;  that  is  about  thirteen  years  old. 

Q.  Can  you  tell  us  the  cost  of  that  switchboard  when  it 
was  put  in  there  in  1900? 

A.  Yes;  that  cost  $104,000. 

O.  And  that  has  lasted  for  fourteen  years? 

A.  That  is  still  in  service,  but  not  /;;  toto. 

O.  Can  you  form  any  estimate  how  long  it  is  likely  to 
last  nov/  ? 

A.  That  is 

O.  Problematical  ? 

A.  That  switchboard  is  the  oldest,  has  had  a  longer  life 
than  any  switchlioard  in  the  countrv 

O.  I  know,  but  1  am  talking  now  alDont  its  present  condi- 
tion and  its  likelihood  of  lasting. 

A.  I  think  that  switchboard  has  a  possibility,  in  case  a 
new  development  in  the  art  does  not  come  up  between  times, 
of  lasting  four  or  five  years  more.  I  have  already  made  my 
plans  to  replace  that  at  the  end  of  five  years.  Some  of  my 
assistants  think  that  the  switchboard 

O.  That  makes  a  life,  then,  of  eighteen  or  nineteen  vears? 

A.  Yes,  sir,  correct. 

Q.  Can  you  tell  us  what  has  been  the  cost  of  the  improve- 
ments on  that  switchboard  since  it  was  put  in  there? 

A.  Yes,    sir.     The    original    switchboard    cost    $104,000 
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and  there  have  been  exactly  $104,000  spent  on  it  since.  In 
order  to  be  accnrate,  some  of  that  $104,000  is  not  replace- 
ment. 

By  Mr.  Marye: — 

Q.  You  mean  some  of  the  subsequent  $104,000? 
A.  Some  of  the  subsequent  $104,000  is  addition. 

By  Mr.  Marbury  : — 

Q.  How  many  lines  has  that  s\vitch])oard? 
A.  5600  multiple,  I  think. 

By  Commissioner  Brecht  : — 

O.  Will  there  be  a  proportional  expenditure  on  that  board 
in  the  next  five  years,  five-thirteenths  of  $104,000? 

A.  I  do  not  think  so ;  I  hope  not.  I  do  not  see  it.  I 
think  that  switchboard  is  due  to  sta}'  as  it  is  until  it  gets  out 
entirely. 

By  Mr.  Marbury  : — 

O.  Was  that  5600  multij)le  when  }'ou  first  bought  it.  or 
not? 

A.  When  it  was  first  installed,  I  do  not  believe  it  was.  1 
think  it  was  probably  4200  when  it  was  installed. 

Q.  And  it  is  5600  now? 

A.  I  think  I  am  correct  on  that. 

By  Mr.  Marye: — 

Q.  Then  if  $104,000  has  been  spent  on  that  board  since  it 
was  installed  in  1900,  that  would  have  a  material  efifect  on 
the  average  life  of  that  board? 

A.  Yes. 

By  Mr.  Marbury  : — 

Q.  Do  you  know  liow  much  of  it  was  replacement  and 
how  much  not? 

A.  In  that  time  ?  I  do  not  think  my  figures  are  quite  full 
enough  to  tell  me.  I  should  say  that  of  that  additional 
$104,000  spent,  less  than  50%  in  replacement;  but  I  slionUl 
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sav  between  40  and  50%  was  replacement.  The  figures  are 
not  close  enough  for  rae  to  tell. 

Q.  The  balance  was  extension? 

A.  The  rest  was  extension,  yes,  sir. 

O.  W^s  any  of  that  property  that  was  replaced  used  else- 
where or  not? 

A.  No.  You  see  the  parts  that  were  replaced  were  prac- 
tically obsolete  parts.  It  was  a  case  of  replacing  the  ringing 
keys  and  replacing  the  repeating  coils  and  such  parts,  that 
could  not  be  used  anywhere  else. 

The  next  example  I  took  at  random  was  the  example  of 
the  Coatesville  central  office — the  history  during  this  period 
— to  show  the  efifect  of  functional  depreciation  where 
obsolescence  did  not  come  in.  That  was  simply  a  case  of  a 
growing  community.  In  December,  1901,  we  installed  a  new 
one-position  magneto  switchboard  of  70  subscribers'  lines. 
That  replaced  an  old  switchboard  which  had  been  in  some 
time,  and  of  v.hich  I  have  no  record  of  the  original  installa- 
tion. 

By  Commissioner  Pexxvpacker: — 

O.  You  do  not  know  how  long  the  prior  one  had  been 
there? 

A.  Xo,  sir,  I  have  not  a  record.  This  switchboard  was 
doubled  in  1903.  In  1904.  or  three  years  after  the  switch- 
board was  installed  and  a  year  and  a  half  after  it  was  en- 
larged, it  was  entirely  re-equipped,  changing  it  from  a  «iag- 
neto  to  a  common  battery  switchboard.  The  frame  was  kept 
and  certain  other  parts  were  kept.  It  was  practically  a 
brand  new  switchboard  that  was  placed  there. 

Bv  Mr.  ]\Iarye: — 

O.  In  1904? 

A.  In  1904  that  change  was  made.  I  suppose  you  would 
call  that  obsolescence,  but  it  really  was  due  to  public  require- 
ment ;  that  is,  the  magneto  board  was  perfectly  good,  but  the 
other  board  was  better  and  the  public  demanded  it.  In  1905 
this  switchboard  was  enlarged,  in  the  early  part  of  1905,  and 
in  the  latter  part  of  1905  it  was  replaced  with  a  brand  new 
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switchboard  which  cost  us  between  three  and  four  thousand 
dollars,  due  to  the  fact  that  the  old  switchboard  was  no  longer 
big  enough  to  take  care  of  the  growth.  This  new  switch- 
board, which  was  installed  in  the  autumn  of  1905,  was  en- 
larged in  1906,  just  about  doubling  it,  and  again  enlarged  in 
1910,  making  the  total  amount  of  investment  that  had  been 
])ut  into  that  switchboard  about  ^8,000.  In  1913  this  switch- 
board was  again  replaced  with  a  brand  new  switchboard,  due 
to  the  fact  that  the  third  switchboard  had  become  congested 
and  could  not  take  any  more  equipment.  The  switchboard 
that  was  installed  in  1913  cost  us  $25,( 


By  Commissioner  Johnsox  : — 

O.  When  did  you  become  the  engineer  in  charge  of  this 
work  ? 

A._  I  engineered  every  one  of  those  jobs  myself. 

O.'  From  1901  on? 

A.  I  was  traffic  engineer  on  the  1901  job;  I  was  equip- 
ment engineer  at  the  time  of  the  second  job,  and  I  was  engi- 
neer at  the  time  of  the  third,  and  I  think  I  would  have  done 
exactly  the  same  thing  again  under  similar  circumstances. 

O.  In  other  words,  you  think  that  you  exercised  good 
judgment? 

A.   In  making  the  changes? 

Q.  In  your  study  of  the  future  and  estimating  the  de- 
mand and  growth  of  the  service,  and  in  establishing  your 
Ijoard  in  the  beginning  of  1905,  you  think  you  took  necessary 
i:)recautions  when  you  put  in  your  board  to  take  care  of  the 
increase  in  service? 

A.  I  cannot  say — 

O.  It  seems  rather  strange  that  you  should,  at  the  be- 
ginning of  1905,  not  be  able  to  take  care  of  the  service 
through  a  single  year,  because  you  say  in  the  autumn  of  1905 
you  had  to  enlarge  the  board  ? 

A.  You  do  that  all  the  time,  sir.  On  a  big  installation 
vcu  are  verv  often  enlarging  the  old  equipment  at  the  same 
time  vou  are  putting  in  new  equipment  to  take  its  place.  Of 
course,  in  an  equipment  of  this  nature  the  time  of  installation 
is  two  or  three  months.     In  a  big  equipment — take  for  in- 
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stance  the  new  installation  we  are  just  undertaking  in  Pitts- 
burgh ;  that  is  going-  to  take  just  two  years  to  install,  and 
during  that  two  years  while  that  installation  is  going  on,  I 
have  got  to  enlarge  the  old  equipment  whose  place  it  takes. 
Do  you  see? 

O.  J  do  not  see  very  clearly  how  it  is  that  an  intelligent 
engineer  could  not  provide  Coatesville  with  a  telephone  ec|uip- 
ment  that  would  last  at  least  a  year  without  change. 

A.  It  lasted  more  than  a  year.  You  are  putting  in  the 
addition  at  the  same  time  you  are  putting  in  the  new  equip- 
ment to  take  its  place.  Of  course,  with  the  plant  at  Coates- 
ville there  was  a  verv  sharp  and  enormous  growth,  that  came 
at  that  time,  just  prexious  to  the  panic  of  1907. 

By  Commlssioxer  IJrecht: — ■ 

O.  Was  there  an\-  elimination  of  a  competing  companv 
that  would  account  for  the  sudden  expansion  of  Coatesville? 

A.  1  here  was  a  small  competing  company  there  at  the 
time.  The  real  reason  for  the  growth  was  that  that  was  just 
the  period  when  we  were  taking  a  very  aggressive  attitude 
towards  developing  the  telephone  business,  the  period  just 
prior  to  the  j^anic  of  1907.  We  were  pushing  it  just  as  hard 
as  we  knew  how. 

O.  Have  you  figures  or  data  to  show  the  increase  in  the 
numljer  of  stations  at  that  particular  time? 

A.  I  have  not.  with  me. 

Q.  But  you  will  have  it? 

A.  Yes,  sir.  There  were  two  points  there  right  together 
that  show  the  enormous  growth  at  that  time. 

O.  Have  you  any  idea  whether  the  patronage  was  dou- 
bled or  trebled,  or  any  other  way.  to  justify  the  installment  of 
the  new  switchboard? 

A.  Oh,  I  think  it  was  more  than  trebled.  I  can  easily 
get  those  figures  for  you. 

Commissioner  Pexxvpacker:  Coatesville  is  an  espe- 
cially growing  community,  as  you  know.  It  has  come  very 
rapidly. 

Commissioner  Brecht  :     It  is  growing  several  ways. 


A'athaii  Hayzvanl  769a 

By  Commissioner  Pennvpacker: — 

Q.  May  we  assume  that  these  are  particularly  horrible 
examples  that  you  have  selected? 

A.  I  think  Coatesville  is  more  extreme  .than  most  cases, 
but  in  almost  any  town  that  you  take  you  follow  through 
similar  examples.  Those  two  are  distinctly  extreme  exam- 
ples. The  rest  of  the  cases  I  have  taken  are  just  taken  at 
hazard.  I  took  those  distinctly  as  striking  examples  of  ex- 
treme conditions,  one  of  an  obsolescence  coming-  quickl\-  and 
the  other  of  a  very  fast  growing  community. 

By  Commissioner  Brecht: — 

Q.  To  illustrate  what  radical  changes  may  be   required 
in  some  cases  in  a  short  time? 
A.  Yes,  sir. 

By  Mr.  Trixkle:— 

Q.  Right  in  connection  with  that  matter  of  competition : 
I  do  not  know  whether  the  question  has  been  asked  you 
before,  but,  under  a  policy  of  restricted  competition  in  the 
future,  would  not  the  cost  of  establishing  the  business,  or 
getting  business,  be  proportionately  lessened  ? 

A.  The  cost  of  selling  service? 

Q.  Wliat  you  call  generally  the  cost  of  establishing  busi- 
ness. 

A.  If  I  understand  your  question,  I  should  say  not. 

O.  I  mean  that,  in  your  estimate  of  the  replacement 
value,  you  have  included  the  cost  of  establishing  business,  or 
developmental  value.  Now  under  a  policy  of  restricted  or 
regulated  competition,  would  not  the  cost  of  procuring  new 
business  be  proportionately  less  than  it  has  been  in  the  past? 

A.  You  mean  the  cost  of  selling  service  to  the  subscriber? 

O.  Yes,  and  possibly  in  other  directions. 

Mr.  Marye;     Advertising  costs  and  such  costs. 

A.  That  is  onlv  one  of  the  elements  in  the  cost  of  estab- 
lishing business.  That  would  be  a  matter  of  judgment,  and 
I  do  not  think  my  judgment  on  that  matter  would  be  very 
good. 
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]iv  Mr.  Tkixkle: — 

O.  What  do  you  think  of  the  probability  of  it?  In  all 
likelihood  would  not  that  be  the  fact? 

Mr.  AIarye^:     1  think  you  will  find  it  more.     It  depends 
upon  the  community. 
By  ]\Ir.  Trixkle: — 

O.  You  have  more  difficulty  in  getting  business  wdien  you 
have  competition,  do  you  not  ?  Take  the  situation  in  Philadel- 
phia, with  the  Keystone  Telephone  Company  there.  You  had 
your  difficulties,  you  have  been  in  competition  with  them  more 
or  less.  Suppose  that  you  are  in  another  city  and  you  do  not 
meet  w-ith  that  competition  in  the  future,  because,  as  the  case 
may  be,  the  Commission  may  be  of  the  opinion  that  the  public 
can  be  best  served  by  your  Company,  provided  it  is  there. 

A.  Of  course,  the  question  of  not  having  unregulated  com- 
petition puts  in  an  element  about  which  we  have  no  facts  to 
go  on. 

O.  But  you  have  the  fact  itself  that  you  have  had  in  the 
past  unregulated  competition? 
•      A.  Yes. 

Q.  And  in  the  future  you  have  that  matter  regulated  by 
this  Commission,  and  you  have  a  general  policy  underlying  all 
regulation  ? 

A.  Of  course,  the  interesting  way  to  get  at  that  might  be 
to  get  at  the  cost  of  selling  business  in  a  town  with  competition 
and  witliout. 

O.  You  operate  in  other  States? 
A.  Yes. 

Q.  And  you  have  had  the  ])enefit  of  determining  how^  the 
thing  works  out  under  the  two  systems  ? 

A.  I  think  that  would  be  an  interesting  fact  to  get  at.  I 
do  not  know  what  the  facts  are. 

O.  Have  you  made  any  comparative  study? 

A.  I  have  not.  I  really  am  not  an  expert  on  the  selling  of 
service  and  the  business  end.  The  cost  figures  I  used  are 
simply  those  obtained  from  the  commercial  department. 

O.  You  would  concede,  though,  as  a  matter  of  principle, 
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that  it  is  a  factor  that  should  be  taken  into  consideration  in 
arriving  at  an  estimate  of  developmental  value? 

A.  If  it  would  make  a  difiference  in  the  arithmetic,  it 
should  be,  but  I  would  not  concede  oft  hand,  without  studying, 
that  it  would  make  a  difference,  because  there  may  be  elements 
that  come  in  there 

O.  It  would  seem  to  me  to  be  almost  self-evident. 

A.  I  do  not  think  necessarily. 

^Ir.  Swavze  :    \\'e  have  every  hope  that  will  be  the  result. 

Bv   COMMISSIOXER  JOHXSON: 

O.  On  the  contrary,  I  got  the  impression  from  Mr.  Hay- 
ward  that  the  more  people  who  used  the  telephones,  the  more 
there  were  who  wanted  them,  and  that  the  habit  grew ;  and  I 
would  think  competition  might  help  develop  the  telephone  habit, 
which  you  could  capitalize  in  lower  developmental  cost. 

A.  There  is  a  lot  in  that.  I  think  that  "our  friends,  the 
enemy."  put  us  on  our  toes  a  lot.  I  think  we  have  got  to 
admit  that. 

O.  Then  we  are  not  to  find  that  you  did  not  consider  com- 
petition had  been  very  active,  in  considering  the  cost  of  devel- 
oping the  business  ? 

A.  Oh,  no,  indeed,  because  competition  has  been  active, 
and  those  are  the  figures  that  I  have  used. 

Mr.  Trixkle:  That  was  the  reason  for  my  question, 
because  I  thought  you  had  so  considered  it. 

Ev  ^Ir.  ^Iarve  :— 

Q.  You  used  your  actual  figures,  that  you  are  now  experi- 
encing under  competition? 

A.  Yes,  sir. 

By  ]\Ir.  AIarbury  : — 

O.  You  used  this  example  you  were  just  citing  as  an 
instance  of  what  you  call  functional  depreciation  where  thicre  is 
no  obsolescence? 

A.  The  second  one? 

O.  Yes. 

A.  Yes. 
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Q.  Is  not  that  altogether  an  extension  of  business  rather 
than  depreciation  ?    Do  you  not  see  a  distinction  there  ? 

A.  You  mean  that  you  think  we  ought  to  charge  to  capital 
the  new  switchboard  and  leave  the  old  switchboard  in  the 
capital  account? 

0.  Do  you  not  think  it  is  not  a  proper  actual  deprecia- 
tion ?  It  is  the  same  thing  as  if  you  went  into  another  com- 
munity and  started  a  new  telephone  system  there,  installed 
telephones  and  earned  more  rates  on  them,  in  other  words, 
extended  your  system. 

A.  What  are  you  going  to  do  with  the  value  of  the  old 
board  ?    You  have  either  got  to  charge  it  off  or  leave  it  in. 

O.  Do  you  not  use  your  old  boards  in  other  places? 

A.  You  take  out  the  value  of  the  old  board  installed.  Then 
you  put  it  into  stock  at  its  value,  depreciated  value,  uninstalled. 
Then  you  put  it  in  in  the  new  place  at  its  value  installed. 

O.  The  only  thing  you  could  charge  to  depreciation  in  tliat 
case  would  be  the  cost  of  taking  it  out? 

A.  Oh,  no,  it  is  all  the  losses  that  go  with  it.  The  charging 
is  very  simple.  You  have  a  switchboard  that  costs  you  so 
much.  You  have  so  much  you  get  from  it  when  you  take  it  out, 
so  much  salvage  value.  The  difference  between  these  two  is 
the  loss  you  obtain,  is  it  not?  Then  you  add  to  that  loss  the 
cost  of  taking  it  out,  the  actual  taking  of  the  screws  out  of  the 
floor,  the  cost  of  doing  that,  and  the  cost  of  shipping  it  away, 
and  that  is  the  charge  to  depreciation. 

O.  But  if  you  had  to  put  a  board  of  that  character  in 
another  place,  you  would  have  to  buy  an  altogether  new  one  if 
}"ou  did  not  have  this  old  one? 

A.  Then  you  take  that  out  of  supplies  at  its  value  that 
you  carry  it  in  supphes ;  any  value  you  want  to  call  it,  the 
same  value  that  you  take  it  out  at. 

By  Mr.  Marye: — 

O.  And  then,  when  you  put  it  in  again 

A.  You  put  it  in  at  that  value,  plus  the  cost  of  installing 

it. 

By  }klR.  Marbury: — 

O.  Take  the  instance  you   were  just   citing,   where  you 


Xathaii  Hayicard.  7733. 

doubled  the  capacity.     You  put  one  in  in   1901   for  70  sub- 
scribers.    Did  you  give  that  cost? 

A.  I  do  not  know  whether  I  did  or  not.     In  1901  it  cost 
approximately  a  thousand  dollars. 
O.  Then  you  doubled  it  in  1903  ? 
A.  Yes. 

O.  You  did  not  take  anything  out  there? 
A.  No,  and  I  claimed  I  did  not.     I  showed  that  to  show 
the  average  life  of  the  plant.     There  was  not  any  depreciation 
charge  at  the  time  we  doubled  it. 

Q.  That  does  not  show  the  average  life  of  the  plant ;  that 
simply  shows  you  needed  an  extension  there. 

A.  Wait  a  minute :  you  spent  in  1901  a  thousand  dollars. 
In  1903  you  spent  a  thousand  dollars.  In  1904  you  replaced 
it.  Xow  the  total  value  that  was  replaced  was  two  thousand 
dollars,  was  it  not?  One  thousand  dollars  of  that  had  been 
in  service  three  years  and  one  thousand  dollars  had  been  in 
service  one  3'ear.  Therefore,  the  average  life  was  three 
thousand  dollars,  plus  one  thousand  dollars  divided  by  two 
thousand  dollars,  or  two  years. 

O.  Provided,  of  course,  that  was  a  proper  engineering- 
estimate  on  w^hat  was  the  necessary  amount  to  be  provided  for 
at  that  particular  place? 

A.  \Miether  the  estimate  is  right  or  wrong,  it  was  a  fact 
that  it  had  to  be.  Those  are  facts.  My  engineering  may  have 
been  bad,  but  the  fact  was  nevertheless  so. 

O.  If  you  used  good  judgment  in  that  particular  case, 
that  is  the  average  life  of  the  plant? 

A.  Xo,  that  is  the  average  life  of  that  particular  plant. 
That  was  the  average  life  of  that  particular  plant. 

O.  That  particular  plant  had  no  average  life ;  it  had  a  life 
of  its  own? 

A.  That  was  the  life  of  that  plant. 

O.  But  vou  would  not  say  that  was  the  average  life  of 
all  similar  plants  of  that  size? 
A.  No. 

By  the  Chairmax    (Mr.  Wallace)  : — 

O.  Can  vou  tell  what  percentage  of  the  cost  of  installa- 
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tion  of  a  switchboard  is  made  up  of  labor  cost?  Could  you 
give  us  a  general  idea  of  the  amount  of  work  that  is  neces- 
sarv  in  the  connecting  up  of  the  wires,  to  show  what  percent- 
age of  the  value  of  the  switchboard  is  labor  cost? 

A.  The  installation  cost  varies  so 

O.  I  am  just  using  the  switchboard  you  recently  re- 
ferred to.     Can  you  give  that  percentage? 

A.  A  small  board  of  that  type,  I  should  imagine  the  in- 
stallation cost  might  run  around  40%. 

O.  That  is  the  installation  cost;  now  then,  when  you  dis- 
mantle that  board  what  percentage  would  there  be  then? 

A.  The  40%,  of  course,  is  wnped  out. 

Q.  Yes,  but  you  have  put  it  in  and  the  labor  cost  would 
be  40%  going  in? 

A.  Yes. 

O.  Then  when  you  dismantle  that  board,  take  it  out,  there 
is  another  labor  charge? 

A.  That  is  a  small  amount,  comparatively  small. 

Q.  But  that  labor  cost  is  always  lost?  Going  in  and  com- 
ing out  again,  that  labor  cost  is  wiped  out  and  lost  forever? 

A.  Yes,  and  th.en  there  is  an  additional  loss  due  to  the 
fact  that  the  equipment  is  all  grouped  for  a  certain  job.  and. 
when  you  take  it  out  and  re-group  it,  you  have  an  additional 
loss,  due  to  the  fact  that  the  equipment  will  have  to  be 
changed  in  some  way  to  met  the  new  condition.  That  40% 
is  only  a  rough  figure. 

By  Commissioner  Brecht  : — 

O.  Do  I  understand  that  the  labor  cost  of  installation  of 
a  switchboard  costing  $104,000  is  40%  of  $104,000? 

A.  No,  I  do  not  say  that.  I  was  talking  about  the  little 
Coatesville  switchboard. 

O.  What  was  the  cost  of  that  switchboard? 

Commissioner  Pennypacker:    $4,000,  I  think? 

The  Witness:   Yes,  I  think  so. 

By  Mr.  ]\Iarbury: — 

O.  ^^'ould  you  say  your  Coatesville  labor  cost  w^as  40% 
of  a  thousand  dollars,  S400? 

Commissioner  Brecht:    $4,000,  was  it  not? 
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By  Mr.  AIarbury  : — 

Q.  The  first  one  was  $1,000.  Would  you  say  it  cost  $400 
to  install  it? 

A.  The  thousand  dollar  one?  That  was  my  statement, 
yes.  The  thousand  dollar  switchboard  cost  $400  to  install, 
yes.     That  is  approximate ;  that  may  be  high  or  may  be  low. 

Q.  I  would  like  to  get  you  to  give  some  idea  as  to  how 
you  arrive  at  that  large  cost. 

A.  I  was  asked  off  hand,  and  I  just  used  my  recollection. 

The  Chairmax  (Mr.  A\'allace)  :  I  think  when  we  see 
this  switchboard  down  here  in  the  Harrisburg  Exchange,  we 
can  see  wherein  there  is  a  great  deal  of  work  in  the  installa- 
tion of  switchboards.  I  have  seen  them  go  in,  and  I  know 
what  a  tremendous  amount  of  work  there  is. 

By  Commissioner  Brecht: — 

Q.  Would  the  cost  of  installation  maintain  that  level  as 
the  board  increased  in  cost?  For  instance,  in  the  case  of  the 
four  thousand  dollar  board  would  it  be  40%,  and  the 
$104,000  board  would  it  be  40%  of  that?    • 

A.  No,  sir,  I  should  think  not.  I  can  easily  get  an  ex- 
hibit on  the  unit  cost  that  we  use  on  that,  divided  between 
labor  and  material. 

O.  The  relative  cost  of  installing  a  large  switchboard,  it 
strikes  me,  would  be  lower  than  in  a  small  switchboard? 

A.  The  installation  would  be  lower? 

O.  The  relative  cost. 

A.  I  think  so,  yes. 

By  Mr.  Marye  :— 

O.  Roughly,  does  the  difference  between  the  original  cost 
of  the  switchboard  set  in  place  and  its  salvage  value  when  you 
remove  it.  indicate  the  loss  in  labor  to  which  Mr.  Wallace  re- 
ferred? The  difference  between  the  original  cost  of  the 
board  set  and  the  salvage  value  that  you  recover  from  it,  does 
that  difference  represent  the  loss  of  labor  of  installation  and 
disconnection,  roughly  ? 

A.  And  some  other  losses  besides,  yes. 

O.  Roughly,  most  of  the  difference  is  the  labor  loss? 
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A.  ^'es.  exce]3t  where  the  equipment  is  worn  out,  like 
the  example  that  Judge  Pennypacker  spoke  of,  where  we  will 
nut  ha\e  to  displace  for  live  years;  there  we  will  not  get  much 
of  any  salvage,  we  will  simply  have  junk. 

O.  Now  will  you  take  up  another  type  of  switchboard, 
not  quite  so  extreme  as  Coatesville  or  your  ^Market  board? 

A.  I  took  a  group  of  switchboards  in  the  neighborhood 
of  Philadelphia  and  studied  the  life  of  these  switchboards, 
taking  them  at  random.  I  took  a  group  of  small  switch- 
boards, similar  to  Coatesville,  similar  to  the  hrst  installation 
in  Coatesville,  where  we  replaced  the  magneto  switchboard 
with  common  battery,  and  I  found  that  of  the  switchboards — • 
a  group  of  15,  something  like  that — the  average  time  from 
the  time  of  installing  the  first  common  battery  switchboard, 
to  the  replacement  with  a  new  common  battery  switchboard, 
new  type  of  common  battery  board,  was  seven  years,  and  I 
found  that  they  were  replaced,  in  every  one  of  those  fifteen 
cases  I  took,  because  of  inadequacy ;  that  the  board  had 
reached  its  limit. 

By  ;\Ir.  Trixkle: — 

Q.  No  obsolescence? 

A.  No  obsolescence  as  a  whole.  There  was  obsolescence 
as  to  certain  parts.  In  the  last  two  weeks  I  went  through  as 
many  examples  as  I  could  of  a  depreciated  plant,  and  I  was 
not  able  to  find  a  single  case  of  a  switchboard  in  toto  that 
had  been  disconnected  because  it  was  worn  out ;  that  they 
were  either  disconnected  on  account  of  functional  reasons,  or 
a  few  cases  like  the  Marietta  switchboard,  where  the  flood 
wiped  it  out  of  existence,  and  a  few  cases  of  small  fires.  But, 
except  for  emergencies,  the  physical  condition  of  the  board 
did  not  warrant  our  disconnecting  it.  It  had  to  be  discon- 
nected before  the  physical  condition  warranted  it. 

By  Mr.  Marye  :— 

O.  Still  capable  of  rendering  good  service? 

A.  Yes.  Now,  in  line  with  that,  it  is  the  proper  thing 
that  the  board  should  be  replaced  for  inadequacy.  It  does 
not  mean  that  the  engineer  has  made  a  bad  estimate.     It  mav 
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have  in  the  Coatesville  case,  but  that  does  not  mean  neces- 
sarily tliat  the  estimate  was  too  low.  If  you  did  estimate 
exactly  the  proper  number  of  years,  the  proper  thing-  to  do 
would  be  to  put  in  a  switchboard  and  later  replace  it  with  a 
bigger  switchboard  and  later  to  replace  that  with  a  bigger 
switchboard,  because  the  saving  in  interest  charges  more  than 
offsets  the  additional  expense  due  to  taking  the  loss  of  dis- 
connecting and  replacing,  and  we  make  a  balance  of  that  mat- 
ter in  every  study.  We  estimate  what  the  number  of  sub- 
scribers will  be  at  the  end  of  a  certain  period,  and  then  we 
make  a  study  as  to  what  the  economical  way  to  take  care  of 
that  growth  is  going  to  be.  If  our  estimate  is  right,  we  do 
the  proper  thing,  because  the  hguring  is  a  perfectly  easy  bal- 
ance. 

O.  In  that  connection  do  you  know  whether  or  not  the 
growth  of  subscribers  of  your  Systems  here  in  Pennsylvania 
has  kept  step,  in  pari  passu,  with  the  growth  of  population, 
or  whether  the  development  of  subscribers  has  been  at  a 
higher  rate  than  the  growth  of  the  population  ? 
A.  Aery  much  higher. 

O.  So  that,  even  if  the  population  remained  stationary, 
there  would  be  a  growth  in  telephone  development? 

A.  Yes,  sir.  That  is,  if  the  past  history  is  true,  if  we 
can  expect  the  future  to  go  on  as  the  past,  we  can  anticipate 
that,  even  if  the  population  does  not  increase,  the  telephone 
business  will  increase. 

Commissioner  Tone:  Can  you  furnish  any  data  on 
that  ? 

Mr.  Swayze:  Yes,  sir.  We  go  to  1885  and  we  will 
have  tables  back  of  1885  showing  the  number  of  exchanges 
established  in  Pennsylvania,  with  their  development  from  the 
time  they  were  established  up  to  1885.  We  have  made  a  very 
full  study  of  that. 

Commissioner  Tone:  Do  those  statements  include  the 
number  of  subscribers  and  the  population  ? 

Mr.  Swayze  :  The  table  of  exchanges  prior  to  1885  will 
show  the  number  of  stations.  I  do  not  think  we  have  a  study 
bv  stations  after  1885.  We  have  a  total  study;  just  the  total 
for  the  State. 
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CoMMissjONER  ToNE  :    Each  year? 

Mr.  Swayze  :  Each  year,  showing  how  .it  grew  ;  but  be- 
fore 1885,  which  is  the  time  which  we  took  to  start  our  study, 
we  will  sliow  the  time  when  each  exchange  was  established 
in  Penns\lvania  and  its  growth  or  its  going  off,  or  its  disap- 
pearance. 

CoMMissioXER  Tone:     That  will  come  in  later ? 

Mr.  Swayze:  Yes,  so  as  to  show  you  just  a  picture  of 
the  business ;  and  then,  in  connection  with  that,  we  will  also 
have  a  study  showing  the  development  of  the  toll  lines,  when 
they  tied  the  exchanges  together,  and  we  will  show  the  per- 
centage of  stations  to  population  in  the  State  of  Pennsylvania, 
and  its  growth  year  by  year,  all  set  up.  I  think  we  have  got 
very  full  information  prepared  on  that.  We  will  also  give 
you  a  study  as  to  what  the  future  development  will  be,  based 
on  population  assumptions  and  station  development.  I  think 
that  we  have  gone  into  that  very  fully  and  can  give  the  full- 
est information.  It  is  not  an  entirely  complete  study  at  the 
present  time. 
By  Mr.  Marye  :— 

O.  Suppose  you  take  up  now  your  outside  plant  in  the 
City  of  Pittsburgh. 

A.  1  took  at  random  a  group  of  the  estimates  that  had 
been  approved  in  the  last  year  and  a  half  in  the  City  of  Pitts- 
burgh for  outside  plant  construction;  that  is,  either  aerial 
wire,  poles,  aerial  cable,  conduit  or  underground  cable,  and  the 
work  consisted,  in  these  estimates  that  I  studied,  of  replacing 
open  wire  with  aerial  cable,  or  replacing  open  wire  or  aerial 
cable  with  underground  cable  and  removing  poles.  I  found 
that  these  summarized  as  follows :  In  the  Grant  Exchange,  in 
one  estimate,  the  value  of  the  plant  displaced  was  $43,000. 
In  Bellevue  Exchange,  in  one  estimate,  there  was  $19,000.  In 
Neville  Exchange,  under  one  estimate,  there  was  $24,000.  In 
Hiland  Exchange,  under  one  estimate,  there  was  $22,000.  In 
Crafton  Exchange,  under  one  estimate,  there  was  $4,000.  In 
Sewickley  Exchange,  under  one  estimate,  there  was  $19,000. 
In  W'ilkins  Exchange  there  Avas  $45,000.  In  Fisk,  under  one 
estimate,  there  was  $22,000,  and  under  another  $3,000.  In 
Cedar  there  was  $9,000  and  in  Mount  Lebanon  $3,000.     All 
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of  that  was  general  improvement  work  in  improving  the  dis- 
tribution plant  and  improving  the  looks  of  the  streets  and  in 
improving  the  outside  plant  generally.  That  adds  up  to 
$213,000.  That  does  not  mean  the  full  work  we  did,  by  any 
means,  because  I  have  not  included  in  there  routine  work. 
Those  are  just  a  group  of  specific  jobs  I  took  at  random. 
Then  to  that  should  be  added  one  big  job  of  between  $50,000 
and  $100,000,  which  is  rather  unusual,  but  has  to  be  met 
with  from  time  to  time  and  we  have  to  have  a  reserve  to  take 
care  of  it ;  that  is  the  loss  in  value  due  to  removing  conduit. 
There  is  a  hill  in  the  middle  of  Pittsburgh  .  known  as  the 
'"Hump,"  and,  in  order  to  improve  traffic  conditions,  the  top 
of  it  has  been  cut  off,  and  all  the  companies  who  had  pipes 
or  conduits  or  anything  else,  in  the  street,  had  to  lower  their 
conduits  or  pipe  plant  accordingly.  That  cost  us  approxi- 
mately $75,000  in  depreciation,  due  to  lowering  those  conduits. 

O.  That  is  functional  depreciation  in  conduits? 

A.  That  is  public  requirements. 

Mr.  Marye  :  I  have  some  pictures  here  showing  the 
overhead  conditions  in  Pittsburgh  at  these  respective  ex- 
changes that  were  replaced,  and  the  wires  put  underground 
(exhibiting  pictures  to  Commission), 

The  Witness:  I  do  not  want  to  imply  that  $213,000 
covers  all  the  charges  for  depreciation  in  Pittsburgh.  It  does 
not,  by  a  great  deal,  but  I  was  just  taking  certain  typical  ex- 
amples which  I  hoped  to  have  time  to  go  into  in  more  detail. 

By  Commissioner  Tone: — 

Q.  Is  that  $213,000  the  value  of  the  property  replaced, 
or  the  expenditure  made? 

A.  The  value  of  the  property  displaced.  The  expendi- 
ture made  in  every  case  was  greater,  possibly  would  average 
about  twice  that. 

By  Mr.  Marbury:— 

Q.  How  long  a  period  does  that  cover? 

A.  About  a  year.  What  I  expected  to  do  with  those  was 
to  explain  them  in  detail,  but  I  have  talked  so  long  that  I  just 
summarized  it. 
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By  Commissioner  Tone  : — 

O.  In  doing  this  work,  in  cutting  down  the  street,  you 
would  install  conduits  of  considerably  increased  capacity? 

A.  Yes. 

O.  Would  the  whole  expense  be  charged  to  depreciation, 
or  some  to  increase  in  plant? 

A.  Of  course,  the  value  of  the  old  plant  is  charged  to 
depreciation  and  the  value  of  the  new  plant  is  charged  to 
construction.  Therefore,  the  difference  between  the  two  is 
an  added  construction  charge.  That  is,  assuming  that  there 
were  ten  ducts  in  the  old  plant  and  they  cost  us  a  cent  a  foot, 
then  the  value  that  would  be  wiped  out  would  be  ten  cents  a 
foot.  Assume  that  the  new  plant  was  twenty  ducts  and  cost 
a  cent  a  foot,  then  the  amount  to  go  into  construction  would 
be  twenty  cents.  The  result  is  that  the  difference  between 
those  two  is  the  added  construction. 

By  ^Ir.  Marye  : — 

O.  Have  you  any  other  illustration  of  functional  depre- 
ciation in  conduits  except  the  Pittsburgh  one? 

A.  There  were  two  or  three  I  had,  one  in  the  case  of 
Philadelphia  where  they  put  in  the  new  filtration  plant  and 
made  us  move  our  ducts, — and  then  the  Reading  Railroad  in 
Philadelphia.  Then  there  have  been  a  number  of  cases  of 
congested  duct  runs,  and  there  is  one  case,  in  which  we  have 
a  picture  which  is  very  interesting,  of  a  congested  manhole. 
where  a  manhole  became  insufficiently  large  to  take  care  of 
the  growth. 

( ]\Ir.  Marye  exhibited  the  picture  last  referred  to  to  the 
Commission. ) 

O.  Have  you  any  illustration  of  changes  of  your  outside 
lines,  owing  to  the  changes  of  roads  by  the  municipalities  or 
highway  authorities  ? 

A.  Yes.  I  have  jotted  down  a  few  examples  of  where 
we  had  to  take  a  depreciation  loss,  due  to  the  fact  that  the 
road  was  changed.  These  do  not  amount  to  verv  much  in 
individual  cases,  running  around  $100  or  $200,  or  $400  or 
$500  loss,  but  they  are  constant,  especiallv  recently.  I  put 
down   the   cases   between    Sunbury   and   Mt.    Carmel.   and   at 
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Verona,  Oxford  and  Bristol.  W'oodlawn,  and  several  other 
cases,  in  which  we  have  just  recently  had  to  move  our  pole 
line  on  account  of  a  change  in  the  right  of  way.  In  that  case, 
if  you  are  able  to  move  the  pole  itself,  the  value  of  the  pole 
is  not  wiped  off  the  books,  but  the  value  of  the  hole  has  to 
be  wiped  off. 

O.  You  have  a  good  many  examples  of  that;  have  you 
any  examples  of  having  to  replace  open  toll  wires  with  cable? 

A.  I  think  those  are  interesting,  in  line  with  the  discus- 
sion on  the  loaded  cable  that  we  had  before.  We  have  one 
case,  in  which  the  Philadelphia-Wayne  aerial  cable,  that  was 
feeding  a  certain  part  of  that  district,  has  been  replaced  with 
an  underground  loaded  cable.  W'e  have  recently  extended  our 
partly  aerial  and  partly  underground  loaded  cable  from  Phil- 
adelphia to  Media,  replacing  open  wire  line.  That  takes  in 
all  the  suburbs  between  Philadelphia  and  ^ledia,  and  really 
changes  the  service  that  we  used  to  give  at  Media  from  a 
service  that  took  two  or  three  minutes  to  complete  a  call, 
down  to  a  service  that  takes  thirty  seconds  to  complete  a  call. 
We  then  are  putting  in  at  the  present  time — part  of  it  is 
already  done,  a  part  of  it  approved  to  be  done  this  morning, 
and  another  part  will  be  approved  later — a  cable  all  the  way 
from  Pittsburgh  to  Rochester,  which  will  replace  the  open 
wire  lines.  That  is  going  to  be  of  big  value.  Then  we  had 
a  little  case  where  an  electric  light  plant  made  it  necessary 
for  us  to  change,  due  to  induction.  This  was  up  at  Reading, 
between  Reading  and  Sinking  Springs,  where  we  had  to  put 
in  aerial  cable  to  replace  our  toll  line  running  from  Reading" 
to  Harrisburg,  in  order  to  avoid  induction.  W'e  put  in  just 
recently  an  aerial  cable  between  Allentown  and  Catasauqua, 
and  also  between  Allentown  and  Bethlehem.  The  great  ad- 
vantage of  that  is  that  it  gives  a  great  deal  speedier  service, 
for  not  only  do  we  have  more  trunks  between  the  two  boards, 
but  we  are  able  to  get  all  the  advantages  of  the  automatic 
signaling,  which  I  tried  to  describe  this  morning,  thereby 
making  better  supervision  by  the  operator,  which  you  cannot 
get  with  open  wire  lines,  but  can  with  cable.  We  are  also 
extending  an  aerial  cable,  partly  aerial  and  ])artly  under- 
ground, from  Pittsburgh  through  to  Greensburg.     W'e  have 
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already  put  in  part  of  it  and  we  are  putting  the  rest  of  it  in 
this  vear.  Another  job  we  did — and  this  one  is  interesting, 
because  it  was  the  first  ])hantoni  cal)le  that  we  ever  installed 
in  Pennsvlvania — was  the  cable  between  Pittsburgh  and 
Moncngahela,  covering  Charleroi,  the  town  the  Governor 
comes  from. 

O.  Did  vou  speak  of  the  line  between  (Ireensburg  and 
Llairsville? 

A.  Yes,  that  is  part  of  the  Pittsburgh-Greensburg  line. 

O.  That  is  a  toll  line? 

A.  All  of  these  are  toll  lines. 

O.  That  may  be  called  a  long  distance  line,  as  Air.  !\Iar- 
bury  was  referring  to?  ^ 

A.  Yes,  they  are  long  distance  lines,  but  they  are  long 
distance  lines  owned  by  the  Bell  of  Pennsylvania  or  Central 
District  Company. 

O.  Not  lines  of  the  American  Telephone  and  Telegraph 
Company  ? 

A.  Xot  lines  of  the  American  Telephone  and  Telegraph 
Company. 

Q.  In  the  common  parlance  of  the  Bell  people,  thev  speak 
of  the  American  Telephone  and  Telegraph  Company's  lines 
as  Long  Distance  lines? 

A.  Yes.  Another  little  job  that  is  really  verv  interest- 
ing, though  small — it  is  only  a  two  or  three  thousand  dollar 
job — is  the  case  in  which  we  replace  the  open  wire  with  aerial 
cable  in  the  run  from  Erie  out  to  what  we  call  McKean 
Junction,  which  is  the  name  of  a  pole  just  south  of  Erie.  ]\Ir. 
^^'allace  would  have  been  able  to  remember  that  it  is  a  very- 
overloaded  line,  and  really  was  rather  unsightly,  and  by  han- 
dling it  in  this  way  we  are  going  to  have  a  nice  looking  job. 

By   Mr.  :\lARr.uRY  : — 

Q.  From  those  lines  that  you  speak  of,  those  long  dis- 
tance or  toll  lines,  owned  bv  vou.  vou  get  all  the  revenue  vour- 
self? 

A.  \es.  sir,  we  own  them  and  everything  comes  to  us. 
Another  case  where  we  installed  an  aerial  cable  and  removed 
the  open  wires  was  between  Philadelphia  and  Xorristown.     I 
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think  I  already  spoke  of  that.  Xo\v  we  are  planning  this  year 
to  extend  aerial  cable  to  Ambler.  The  first  big  job  that  T 
was  interested  in  of  this  kind,  that  I  had  anything"  to  do  with 
— therefore  I  alwa3's  remember  it — was  the  case  where  we 
put  in  the  underground  cable  from  Philadelphia  to  W^ilming- 
ton,  removing  the  open  wire  lines,  thereby  taking  down  218 
miles  of  wire,  which  of  course  was  only  valuable — some  of 
it  could  be  used  as  wire,  but  most  of  it  has  had  to  be  treated  as 
junk  copper.  It  has  a  good  value,  but  there  is  a  big  loss  in 
labor  there.  An  interesting  thing  in  connection  with  that  is 
that  that  was  one  of  the  first  loaded  cables  that  was  installed, 
and  previous  to  that  the  only  way  that  we  saw  of  taking  care 
of  the  transmission  requirements  around  the  big  City  of  Phil- 
adelphia was  by  building  a  belt  line  of  open  wires  right  around 
the  city,  and  that  belt  line  was  going  to  cross  the  southern 
part  of  the  city  just  north  of  League  Island.  The  poles  for 
that  belt  line  were  put  up  and  some  of  the  wire  had  been 
strung,  and  then  the  loading  coil  development  came  along  and 
that  wire  and  toll  line  has  never  been  used.  In  other  words, 
the  life  of  that  pole  line,  which  cost  $50,000,  was  zero.  The 
pole  line  had  to  be  wiped  out  before  it  was  put  into  service, 
because  of  the  development  of  the  art  which  made  the  other 
method  of  producing  the  result  required  so  much  more  satis- 
factory than  the  one  that  was  designed. 

Bv  ]\Ir.  Trixkle: — 

O.  Are  those  poles  still  up? 

A.  No.  There  may  have  been  one  or  two  that  were  used 
as  distribution  poles,  but  the  rest  of  them  were  removed. 

Q.  And  used  elsewhere? 

A.  I  suppose  they  could  be  used  as  short  poles.  You 
would  saw  them  right  ofit".  It  would  be  cheaper  to  saw  them 
oiT  aijd  throw  them  away  than  to  dig  the  hole  up  and  cart 
them  away.  \\'hen  you  take  down  a  pole,  even  if  it  is  a  good 
pole,  the  salvage  from  it  is  pretty  small. 

O.  On  account  of  th-e  labor  cost  of  removing  it? 

A.  Yes,  on  account  of  the  labor  cost  of  removing.  A 
very  interesting  example  to  me  of  the  use  of  the  toll  cable 
was  the  \\'ilkes-Barre-Scranton  case,  where,  by  placing  the 


7,S4a  Nathan  llayivard. 

toll  cable  from  Wilkes-r)arre  to  Scranton  and  opening  it  at 
Pittston,  \vc  were  able  to  treat  these  three  towns  as  practically 
part  of  one  great  big  city,  and  I  have  a  dream  that,  just 
through  the  telephone  plant  those  cities  are  being  brought 
closer  and  closer  together  every  day.  That  may  be  incorrect, 
but  it  seems  so  to  me.  You  are  able  to  get  a  subscriber  in 
VVilkes-Barre  from  Scranton  with  practically  the  same  quick- 
ness that  you  are  able  to  get  a  subscriber  in  Scranton  from 
Scranton. 

O.  About  those  poles  again :  what  is  the  value  of  a  pole 
of  the  sort  that  you  removed  from  that  belt  line? 

A.  Those  poles  in  place  are  probably  worth  about  thirty 
dollars. 

Q.  What  was  the  average  size  of  them? 

A.  I  am  assuming  that  they  were  55  feet,  class  A  poles. 

O.  Do  I  understand  that  the  cost  of  removing  those  poles 
from  the  positions  where  they  were  planted,  and  using  them 
elsewhere,  would  completely  offset  the  value  of  those  poles? 

A.  A  55  foot  pole  costs  in  place  $30.  The  value  of  the 
pole  itself,  including  the  material  associated  with  it,  is  $14. 
Now  what  I  say  is  that  the  probability  is  that  it  would  be 
cheaper  to  saw  that  55  foot  pole  off  and  get  a  resultant  40 
foot  pole,  which  would  be  worth  seven  dollars,  than  it  would 
be  to  dig  it  out  and  get  a  55  foot  pole  and  get  $14. 

O.  Each  one  of  those  poles  as  it  stood  there  was  worth 
seven  dollars? 

-A.  Seven  dollars  f.  o.  b.  the  hole,  but  then  you  have  to 
ship  them  up  through  the  streets  of  Philadelphia  to  a  yard  and 
out  of  it  again,  and  that  seven  dollars  is 

Q.  Consumed  ? 

A.  Not  necessarily  consumed,  but  it  is  diminished.  There 
may  I)e  some  salvage  value  in  a  brand  new  pole  that  is  taken 
down,  but  it  is  awfully  little. 

O.  Then  you  want  to  qualify  your  answer  that  the  value 
of  that  line  was  zero,  to  that  extent? 

A.  I  said  the  life  was  zero. 

O.  T  understood  you  to  say  the  value  of  the  entire  line 
was  zero? 

A.  No.  the  life.     The   real  salvage  we  sot   out  of  that 
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line — we  did- get  some — was  using  a  few  of  the  poles  as  ter- 
minal poles,  by  bringing  the  conduit  in  touch. 

Bv  Commissioner  Pennypacker  : — 

O.  Do  you  know  how  many  poles  were  planted  in  that 
venture  ? 

A.  $50,000  wortli  of  poles 

By  CoArMissioNER  Brecht: — • 

Q.  1250? 

A.  Yes,  sir,  about  that ;  something  over  a  thousand  poles, 
because  there  was  some  wire  on  them ;  approximately  a 
thousand  poles. 

By  Commissioner  Pennypacker: — 

O.  I  suppose  we  might  look  upon  that  as  a  bad  invest- 
ment ? 

A.  Something  had  to  be  done.  Here  was  the  fact :  some- 
thing had  to  be  done  to  provide  the  service  demanded  by  the 
public.  The  only  ^vay  that  was  known  to  do  it  was  by  putting 
that  belt  line  around  the  City  of  Philadelphia.  The  Company 
considered  itself  obligated  to  meet  the  demand  for  service  that 
the  public  put  upon  it,  and  did  that.  While  they  were  doing 
it,  an  invention  was  made  which  made  it  possible  to  give  the 
service  that  the  public  demanded  in  a  more  satisfactory  way 
than  by  using  the  belt  line.  They  therefore  abandoned  the 
method  which  they  had  started  and  used  the  more  satisfactory 
way. 

Q.  It  seems  unfortunate,  at  least. 

A.  It  is  unfortunate  and  yet  it  is  fortunate. 

B\'  Commissioner  Brecitt  : — 

Q.  How  long  did  it  take  you  to  place  the  poles?  \\'hat 
time  was  consumed  in  placing  a  thousand  poles? 

A.  Oh,  I  do  not  know. 

Q.  Sufficient  time  to  develop  a  change  of  sentiment  among 
the  people,  so  that  they  demanded  a  different  service,  or  higher 
order  of  service? 

A.  No,  the  demand  for  the  service  had  alreadv  come. 
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Q.  Had  not  the  Comi)any  a  knowledge  of  that  demand 
before  they  started  to  plant  these  poles? 

A.  Yes,  they  planted  the  poles  in  order  to  satisfy  the 
demand.  Then  the  reason  the  poles  did  not  have  to  be  used 
was  because  the  invention  of  the  loading  coil  came  during  that 
time. 

Q.  I  simply  wish  to  know  what  time  was  consumed  in 
planting  those  poles,  the  setting  of  them  ? 

A.  Probably  two  or  three  months. 

Q.  And  during  that  time  this  discovery  came  on  the 
market  ? 

A.  It  became  practical.  The  discovery  had  been  made 
before  that,  but  it  did  not  seem  possible  that  the  thing  was 
going  to  be  satisfactory. 

Q.  That  situation,  or  change  of  mind  on  the  part  of  the 
public,  was  not  developed  through  competition,  through  a 
competitor  ? 

A.  It  may  have  been.  It  was  developed,  anyway.  We  had 
to  meet  the  demand  for  this  long  haul  traffic.  It  was  to  take 
care  of  the  calls  that  went  between  the  suburbs  to  the  east  of 
Philadelphia  and  the  suburbs  to  the  west  of  Philadelphia. 

Q.  The  singular  feature  in  the  situation,  as  it  seemed  to 
me,  was  that,  if  there  was  such  a  striking  change  in  public 
sentiment  within  a  few  months  after  the  poles  were  planted, 
that  there  was  not  some  evidence  of  that  before  you  started  to 
plant  that  line  of  poles? 

A.  There  was  not  a  change  in  public  sentiment.  The 
change  was  due  to  the  fact  that  the  invention  made  the 
poles 

Q.  I  understand  that  part. 

By  Commissioner  Pennypacker: — 

Q.  But  could  a  little  more  activity  or  zeal  have  discovered 
the  existence  of  the  invention  ? 

A.  I  think,  Judge  Pennypacker,  that  the  Pupin  coil^a 
thing  that  always  makes  me  feel  very  proud  of  it,  is  the  speed 
with  which  the  Pupin  coil  was  put  into  use.  The  Pupin  coil 
was  invented,  developed,  made  practical,  the  trying  out  of  it 
was  put  into  effect,  the  defects  found  on  trial  were  overcome. 
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and  the  thing  put  on  the  market,  in  an  extraordinarily  short 
time.  I  do  not  beHeve  there  was  ever  a  revolutionary  inven- 
tion  

Q.  And  it  happened  just  at  the  wrong  time? 

A.  But  it  happened  just  at  the  right  time  in  a  great  many 
other  cases. 

Q.   I  know 

A.  I  will  tell  you,  sir :  we  lost  $50,000  worth  of  poles  in 
South  Philadelphia,  but  we  gained  $250,000  worth  of  poles  in 
North  Philadelphia,  which  we  did  not  have  to  use. 

Q.  I  know,  but  you  happened  to  put  in  those  poles  just  at 
the  wrong  time  ? 

A.  Oh,  yes. 

By  Commissioner  Brecht  : — 

Q.  It  was  bound  to  hit  you  somewhere? 
A.  It  was  bound  to  hit  us  somewhere. 

By  Mr.  Marye  : — 

O.  We  are  constantly  endeavoring,  by  every  means,  to 
develop  new  methods,  and  we  are  constantly  hitting  ourselves  ? 

A.  Yes,  and  that  appears  in  the  inventory.  We  have  put 
up  an  inventory  of  a  plant,  for  instance  the  switchboard ;  due 
to  the  improvement  in  the  art,  the  switchboard's  value  that  I 
put  on  it,  which  is  the  cost  of  replacing  it,  is  less  than  it  cost 
us,  because  we  have  improved  the  art  so  that  we  have  reduced 
the  value  of  our  investment.  That  is  one  of  the  parts  of  the 
replacement  value  new  theory  that  you  have  to  give  and 
take  on. 

By  Commissioner  Johnson: — 

Q.  That  offsets  some  of  the  increment  in  land? 
A.  Some  of  the  increment  in  land. 

By  Mr.  Marye: — 

Q.  Have  you  any  examples  of  open  exchange  wires  re- 
placed by  cable  ? 

A.  I  took  a  large  number  of  estimates  and  just  had  one 
of  my  assistants  list  them  off,  cases  in  which  aerial  wire  had 
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l)C(.'ii  rcceiUly  replaced  with  cable.  'J'hat  is  a  matter  that  is 
constantly  going-  on.  It  is  constantly  replacing  the  subscribers' 
aerial  wire  and  subscribers'  distribution  wire  w-ith  improved 
plant,  and  it  is  due  to  the  increased  number  of  subscribers  and 
the  increased  demand  of  the  community. 

(Mr.  Marye  exhibited  certain  photographs  to  the  Com- 
mission illustrating  street  conditions  before  and  after  such 
changes.) 

O.  What  advantages  to  the  Company  result  from  these 
losses  due  to  functional  depreciation  that  you  have  been 
describing? 

A.  The  advantages  to  the  Company  due  to  functional 
depreciation  are  the  fact  that  the  Company  is  able  to  serve  the 
subscribers  better,  or  has  served  the  suljscribers  better,  as  the 
result  of  it.  Tt  is  an  indirect  advantage,  in  the  fact  that  the 
subscribers  have  benefited,  which  always  benefits  the  Company. 

Q.  It  has  not  been  a  financial  benefit  to  the  stockholders  ? 

A.  No. 

Q.  To  magnify  the  importance  of  this  element  in  their 
business  ? 

A.  I  do  not  see  how  it  can  be,  sir,  no.  because  we  have 
to  charge  to  expense  a  certain  amount  each  month,  wdiich 
amount  goes  into  this  reserve,  and  that  reserve  can  be  used  only 
for  re])lacing  plant.  Now  if  we  have  put  too  much  in.  we 
have  simply  .burdened  ourselves  with  an  expense  which,  ^ve 
cannot  in  any  way  get  any  return  from. 

By  Mr.  Swayze  : — 

O.  That  reserve  comes  in  in  advance  of  dividends  or  pay- 
ments to  the  owner  of  the  property,  does  it  not? 

A.  That  is  mv  understanding,  ves,  sir.  We  alwavs  handle 
il  that  wav. 

I'vATr.  ?\I.\rve: — 

O.  In  other  w^ords,  handle  it  as  a  liability  ? 

A.  It  is  a  liability  against  us,  yes.  sir;  but  if  it  is  too  low, 
il  would  distinctly  be  to  the  disadvantage  of  the  Company, 
because  it  would  affect  the  service  and  thereby  aft"ect  the  Com- 
pany.     The    Company's    service   cannot   be    affected    without 
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affecting  the  Company.  The  real  importance  of  having  it  suf- 
ficiently great  is  to  protect  the  service. 

O.  I  understood  you  to  say,  in  answer  to  a  question  under 
cross  examination  this  morning,  that,  so  far  as  your  present 
knowledge  goes,  you  would  expect  similar  changes  owing  to 
functional  depreciation  in  the  future? 

A.  I  do  not  see  any  reason  to  expect  that  they  will  he  any 
less. 

By  Mr.  Trixkle: — • 

O.  To  go  back  again  to  a  subject  that  was  mentioned 
yesterday  in  yir.  Johnson's  c[uestions,  namely,  the  unearned 
increment  of  land,  you  have  an  item  in  your  estimate  of  the 
reproduction  cost  new,  of  the  unused  land  at  Broad  and 
Spruce  Streets  in  Philadelphia? 

A.  Yes,  sir. 

O.  And  J  understand  that,  in  your  opinion,  that  should  be 
included  in  the  estimate  of  the  basic  valuation  of  the  prop- 
erty upon  which  the  Company  is  entitled  to  earn  a  fair  return  ? 

A.   I  have  included  it  there,  yes,  sir. 

O.  \\'hen  was  that  property  purchased? 

A.  That  property  was  purchased  in  1907,  I  think. 

By  Mr.  Marye  :— 

O.  For  what  purpose? 

A.  It  was  purchased  for  the  pur]jose  of  placing  a  tele- 
phone building  thereon. 

By  Mr.  Trinkle: — 

O.  And  during  that  six-year  period  no  building  has  been 
erected  ? 

A.  No  telephone  building.  The  original  building  is  used 
and  rented. 

Q.  The  Companv  thought  it  prudent  to  purchase  the  land 
at  that  time? 

A.  Yes. 

O.  As  a  matter  of  fact,  however,  it  has  not  been  devoted 
to  public  use? 

A.  No,  sir. 
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O.  Suppose  that,  during  that  period  of  time,  that  land 
has  enlianccd  in  value  say  $50,000.  Do  you  think  that  that 
profit  which  the  Company  has  made,  due  to  the  enhancement 
in  the  value  of  that  land,  should  be  considered  a  part  of  the 
value  of  this  public  service  company,  upon  which  the  consum- 
ing public  should  pay  a  fair  rate  of  return? 

A.  If  the  land  is  considered  a  part  of  the  plant  used  and 
useful  in  the  public  service,  I  should  say  yes,  every  time. 

0.  But,  as  a  matter  of  fact,  it  is  not  so  used? 

A.  It  is  not  used,  absolutely  used ;  but  whether  it  is  not 
used  and  useful  in  the  public  service  because  it  is  necessary 
to  be  protected  with  a  possession  of  that  kind,  I  think  is  the 
real  question.  I  think  it  should  be  included  there;  but  you 
remember,  I  have  segregated  it,  because  I  thought  there  might 
be  some  doubt  in  the  Commission's  mind,  and,  therefore, 
thought  it  should  be  segregated. 

Q.  Let  us  take  a  little  different  case,  of  an  enhancement 
in  the  value  of  land  which  does  have  a  building  on  it  used  in 
the  discharge  of  the  duties  of  this  Company,  and  it  has  in- 
creased during  that  period  of  time  $50,000.  Are  you  still  of 
opinion  that  that  profit  upon  that  investment  in  land  is  part 
of  the  valuation  of  this  Company, — capital  investment  upon 
which  the  Company  is  entitled  to  earn  a  fair  rate  of  return? 

A.  Absolutely ;  if  you  are  going  to  replace  your  value 
new,  you  have  got  to. 

O.  But  do  you  not  think  that  is  pushing  the  replacement 
value  new  theory  farther  than  it  ought  to  be  pushed  in  a  rate 
making  case? 

A.  No,  sir. 

O.  You  do  not? 

A.  No,  sir. 

Q.  Mr.  Swayze  referred  to  some  speeches  by  some  of  the 
Interstate  Commerce  Commissioners  expressing  a  view^  to  the 
contrary,  as  I  understand  it. 

Mr.  Swayze:    No,  you  referred  to  some  decision  and  I 
said  it  was  in  speeches. 
By  Mr.  Trinkle: — 

O.  You  do  know  of  an  expression  of  a  view  to  the  con- 
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trary  by  former  Interstate  Commerce  Commissioner  Lane  in 
his  opinion  in  the  first  Advanced  Rate  Case? 

]\Ir.  Swayze  :  I  have  to  object  to  that,  because  we  con- 
tend there  is  no  position  taken  in  the  Advanced  Freight  Rate 
Case  to  the  contrary. 

Mr.  Trinkle:  But  my  question  was  whether  the  witness 
knew  of  an  expression  of  the  opinion  of  Mr.  Lane  in  the 
course  of  his  opinion,  on  that  question. 

Mr.  Swayze:  If  you  say  in  the  discussion  of  the  ques- 
tion in  the  Advanced  Freight  Rate  Case,  I  will  agree  with  you. 
By  Mr.  Trinkle  : — 

Q.  Do  you  know  of  Air.  Lane's  opinion  in  that  case? 

A.  I  do  not  think  I  personally  do,  no,  sir.  I  think  the 
discussion  of  yesterday  was  the  first  I  knew  of  it. 

Q.  You,  of  course,  prepared  your  estimate  with  some 
reference  to  the  manner  in  which  your  replacement  value  new 
theory  was  applied  by  the  commissions  in  other  States? 

A.  Yes,  and  the  courts. 

Q.  And  the  courts,  as  I  recollect  your  testimony.  Do 
you  know  how  the  New  York  Commission  has  applied  your 
theory  to  land  values? 

A.  In  that  Gas  Case? 

By  Mr.  Marye:— 

O.  In  the  Kings  County  Gas  Case. 
A.  Yes,  I  am  very  familiar  with  that. 

By  ]\Ir.  Trinkle: — 

Q.  Was  that  or  was  that  not  an  application  of  your 
theory  similar  to  your  own  application  of  it,  with  respect  to 
the  valuation  of  the  property  of  this  Company  in  this  case? 
Did  they  not  consider  the  enhancement  of  the  value  of  land 
in  that  case  as  income,  and  not  to  be  included  in  the  base  upon 
which  the  cotupany  is  entitled  to  earn  a  fair  rate  of  return  ? 

Mr.  Marye  :  The  Commission  ? 

Mr.  Trinkle  :    The  Commission. 

A.  If  I  remember  rightly,  the  Commission  considered 
one  thing,  that  in  the  future  enlianccment  of  land  should  be 
treated  as  an  income  account. 
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O.  Did  Ihey  not,  in  arriving  at  the  value — the  problem 
vou  are  presenting  to  us  in  this  case — in  arriving  at  the  value, 
consider  all  profit  which  the  company  made,  in  the  purchase 
of  land,  as  income  offsetting  depreciation? 

A.  Yes,  they  did. 

Q.  As  applied  to  jM-operty  generally  ? 

A.  They  did. 

O.  And  you  think  also  that  the  same  results,  substan- 
tially, would  be  worked  out  by  not  considering  at  all,  in  the 
base  upon  which  the  company  was  entitled  to  earn  a  fair  rate 
of  return,  the  value  of  the  land,  the  profit  in  the  value  of  the 
land  ? 

A.  Yes,  I  think  that  is  right. 

Mr.  Swayze  :     The  case  will  speak  for  itself. 

The  Witness:    It  is  right  anyway;  if  the  first  statement 
is  right,  the  second  one  is. 
By  Mr.  Trinkle: — 

O.  There  is  that  difference  in  your  application  of  the 
replacement  value  new  theory,  as  applied  to  land,  and  that 
which  was  applied  by  the  New  York  Commission? 

A.  Of  course,  I  am  not  a  lawyer — 

O.  But  that  is  not  a  legal  question.  That  is  something 
you  have  been  taking  into  consideration  in  arriving  at  your 
estimate. 

A.  Yes,  and  then  I  followed  that  thing  through  to  the 
final  decision  that  was  finally  reached  in  the  case,  and  my 
understanding  is  that  the  final  decision  of  that  case  was  that 
that  set-up  was  improper, — that  you  should  not  include  that, 
you  should  not  make  that  inclusion. 

O.  That  you  should  not  include  the  profit  in  your  base? 

A.  No. 

Q.  For  rate  making  purposes.  Let  me  refresh  your 
recollection  from  what  the  Commission  said. 

A.  I  think  I  remember  what  the  Commission  said.  Was 
not  that  case  referred  to  a  court  after  the  decision  was  made? 

Q.  I  am  referring  now  only  to  the  opinion  of  the  Com- 
mission. 

A.   I  have  not  followed  that  decision  of  the  Commission. 
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By  Mr.  Marye  : — 

Q.  Do  you  know  whether  or  not  that  very  decision  of 
the  Public  Service  Commission  for  the  First  District,  of  New 
York,  which  was  written  by  Commissioner  Maltbie,  was  taken 
to  the  Appellate  Division  of  the  Supreme  Court  of  New  York 
for  the  First  Division  and  was  therein  unanimously  reversed 
on  that  particular  point? 

A.  That  was  my  understanding,  and  that  is  why  I  reached 
the  conclusion  I  did.  Not  being-  a  lawyer,  I  might  have  been 
misled. 

CoMivrissiONER  Johnson:  Let  us  understand  what  is 
meant  bv  reversed.  If  I  am  in  error,  you  will  correct  me. 
I  think  the  court  sustained  the  rate  as  fixed  by  the  Commis- 
sion, did  it  not? 

Mr.  Marye:     No,  sir.     It  remanded  the  case. 

Commissioner  Johnson:  And  was  not  the  80  cent  rate 
put  into  effect  ? 

Mr.  Marye  :  That  was  not  an  80  cent  rate.  That  was 
the  Kings  County  Lighting  Case ;  it  was  not  the  Consolidated 
Gas  Case.  The  Kings  County  Gas  Case  was  decided  about 
two  years  ago  by  Commissioner  Maltbie,  and  he  did  take  that 
position,  which  Mr.  Trinkle  has  so  well  outlined,  that  the 
unearned  increment  of  land  should  not  be  capitalized,  but 
should  be  treated  as  profits,  treated  as  the  income  of  the 
company,  and  he  also  decided  on  a  similar  principle  as  to  sub- 
sequent paving  over  the  gas  mains.  The  Kings  County  Gas 
Company  appealed  it — or  rather,  the  method  in  New  Y^'ork  is 
that  they  got  a  certiorari  to  the  Appellate  Division  of  the 
Supreme  Court  on  those  very  two  points,  and  the  Appellate 
Division  of  the  Supreme  Court  unanimously  reversed  him  on 
those  two  points  and  said  the  unearned  increment  of  the  land 
belonged  to  the  company,  and  so  did  the  question  of  paving, 
based  on  the  decision  of  the  Supreme  Court  of  the  L^nited 
States  in  the  Consolidated  Gas  Case.  The  Consolidated  Gas 
Case  was  a  double  case.  The  State  of  New  York  passed  an 
80  cent  gas  bill  by  statute, — the  Legislature  did, — and  the 
Consolidated  Gas  Company  applied  to  the  Circuit  Court  of 
the  United  States  for  an  injunction,  on  the  ground  that  it  was 
confiscatorv.     In  the  meanwhile,  the  Public  Service  Commis- 
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sion  had  been  created.  It  met  and  it  fixed  an  80  cent  rate 
for  gas  in  New  York  for  this  very  same  company,  that  being 
the  only  company  engaged  in  the  gas  business  therein.  Those 
cases  were  consoHdated.  The  Gas  Company  took  that  into  the 
same  Circuit  Court,  and  the  lower  court  decided  that  the  real 
estate,  which  had  increased  I  think  about  some  seven  or  eight 
million  dollars,  a  very  large  increase — 

Mr.  Swavze:    Real  estate  in  the  City  of  New  York. 

]\Ir.  Marye:  Yes;  the  Master  determined  that  was  prop- 
erty of  the  Gas  Company  and  should  be  capitalized  properly, 
and  the  Circuit  Court  so  found.  It  was  appealed  to  the  Su- 
preme Court  of  the  United  States  and  it  was  my  good  fortune 
to  be  present  at  the  argument  there,  and  I  never  shall  forget 
Judge  Alton  B.  Parker's  argument  for  the  City  of  New  York. 
He  took  the  very  position,  as  outlined  by  Air.  Trinkle,  that  it 
was  unearned  increment,  due  entirely  to  forces  outside  of  the 
Gas  Company,  and  they  should  not  be  allowed  for  it ;  and  that, 
as  he  read  the  prior  decisions  of  the  Supreme  Court  of  the 
United  States  what  the  company  was  entitled  to  was  an  in- 
come on  its  original  investment.  Old  Justice  Brewer,  who 
was  sitting  to  the  right  of  Chief  Justice  Fuller,  looked  up  and 
said,  'Tn  what  decision  did  this  Court  ever  say  such  a  thing. 
Judge  Parker?"  He  said,  "That  is  my  interpretation  of 
them."  "But."  said  Justice  Brewer,  ''where  did  we  ever  say 
so?  Have  we  not  always  said  the  value  of  the  property  at 
the  time  of  the  inquiry?  And  if  this  is  the  property  of  the 
Gas  Company,  must  it  not  be  valued  according  to  its  value  to- 
day, the  value  of  real  estate  in  New  York  City  to-day?'  and 
there  was  no  further  oral  argument  on  that  question.  Justice 
Peckham  wrote  the  decision  in  the  Consolidated  Gas  Case 
in  212  U.  S.,  and  made  it  emphatic,  so  far  as  that  Court  was 
concerned,  that  the  principle  was  settled. 

Commissioner  Pennypacker:  They  attached  an  adjec- 
tive to  that  substantive  "value,"  did  thev  not.  and  called  it 
"fair  value?" 

AIr.  Marye  :  In  their  decision  they  have  used  various  ex- 
pressions, "fair  value,"  "reasonable  value,"  but  as  of  the  time 
of  the  inquiry. 

Mr.  Sw'ayze  :    The  discussion  of  that  real  estate  incre- 
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ment  by  Judge  Hough  in  the  lower  court  is  one  of  the  best  dis- 
cussions in  existence  in  any  of  the  decisions  on  that  very  point. 
He  goes  into  tb.at  quite  fully,  and  a  very  large  sum  of  money 
was  involved  in  it,  because  they  had  all  that  valuable  prop- 
erty in  the  heart  of  New  York,  and  at  that  time  they  were 
building  the  Astoria  gas  plant,  from  which  thev  expected  to 
make  their  distribution,  you  know,  and  they  expected,  there- 
fore, to  give  up  the  real  estate  they  had  in  the  City  of  New 
York.  So  it  brought  it  a  good  deal  along  the  same  lines  as 
that  Broad  and  Spruce  Streets  property,  which  I  understand 
you  are  taking  as  an  illustration.  You  have  only  dealt  with 
that  as  an  illustration. 

Mr.  Trinkle:  The  purpose  of  my  question  \\as  just  to 
get  the  issue  between  those  two  opposing  theories  before  the 
Commission. 

Mr.  Marve  :  It  would  certainly  be  very  helpful  to  us 
if  you  would  cite  any  other  case,  of  any  court  or  commission, 
where  the  unearned  increment  was  not  allowed  as  a  part  of 
the  capital. 

AIr.  Trinkle:  Yes,  and  it  would  be  very  helpful  to  me 
if  you  could  cite  to  me  any  other  case  than  the  Passaic  Gas 
Case  which  recognizes  the  propriety  of  allowing  a  fair  rate 
of  return  upon  property  built  up  out  of  rates  in  the  past 
which  have  been  unreasonable. 

Mr.  Marye  :  I  understand  that  every  decision  ever  ren- 
dered has  done  so. 

Mr.  Trinkle  :  Is  there  any  decision  which  says  so  in  so 
many  words  ? 

Mr.  Marye  :   Yes,  sir ;  I  thought  I  read  one  yesterday. 

Mr.  Trinkle:  I  do  not  think  Sniytli  rs.  Ames  says  that. 

Mr.  Marye:  I  did  not  read  that.  I  was  reading  Ames 
rs.  Union  Pacific  in  64th  Federal.  It  subsequently  became 
Smyth  z's.  Ames  in  the  Supreme  Court.  But  there  has  been 
no  question  in  the  mind  of  anybody,  as  I  understand,  for  ten 
years  on  that  point ;  I  mean  anybody  in  an  official  position. 
There  is  discussion,  of  course,  and  we  recognize  that.  It  is 
being  pressed  very  earnestly  by  some  experts,  particularly  in 
their  owm  associations,  and  I  think  really  the  basis  for  that  is 
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l)cc;inse  they  sa\ ,  "llie  courts  have  fixed  it,  and  we  ought  to 
ti-)^  to  get  it  changed." 

Commissioner  Johnson  :  There  is  one  question  of  fact 
I  want  to  get  at  here.  Mr.  Hayward  has  been  called  as  a 
witness  to  present  a  valuation  of  your  properties  in  Pennsyl- 
vania, and  a  valuation  on  the  basis  of  reproduction  new,  less 
actual  depreciation,  with  an  addition  for  developmental 
value.  Mr.  Trinkle,  if  I  understood,  a  few  minutes  ago  asked 
^Tr.  T  lay  ward  if  he  considered  that  the  valuation  that  should 
he  taken  as  the  general  basis  of  a  schedule  of  rates  for  the 
Telephone  Companies,  and  T  understood  him  to  sa\-  that  he 
testified  that  that  value  is  the  one  that  should  be  taken. 

Mr.  Marye  :  The  first  one,  the  replacement  value  new 
without  deduction  for  estimated  accrued  depreciation.  As  I 
understood,  that  was  Mr.  Hayward's  testimony. 

The  Witness:    That  is  what  I  meant  to  say. 

Commissioner  Johnson:  If  you  are  clear  on  that,  I  un- 
derstood that  Mr.  Hayward's  final  valuation  was  reproduction 
new,  less  depreciation,  plus  developmental  cost? 

Mr.  Marye  :  He  put  that  in  under  instruction  of  coun- 
sel, because  some  member  of  the  Commission  asked  for  an 
estimate  on  that  basis. 

Commissioner  Johnson:  Your  other  expert  witness, 
Mr.  Gillette,  was  called  and  he  testified  also  on  the  general 
subject  of  valuation  according  to  the  theory  of  making  a  val- 
uation as  presenting  the  cost  of  reproduction  new,  less  de- 
preciation, and  he,  upon  beginning,  testified  that  he  considered 
that  but  one  of  the  valuations  of  a  property  that  should  be 
considered  in  arriving  at  a  fair  value,  to  be  made  the  basis  of 
a  schedule  of  rates. 

Mr.  Marye:   Yes,  sir. 

Commissioner  Johnson:  Now  do  I  understand  that 
there  is  a  conflict  here  in  the  opinion  of  your  expert  wit- 
nesses? 

Mk.  IN'Iarye  :  No ;  my  recollection  is  clear  that  Mr.  Gil- 
lette said  that  you  ought  to  have  all  of  those  things  before 
you,  but  that  his  own  opinion  was  that  the  proper  base  in  this 
case  was  Air.  Hayward's  estimate  of  the  replacement  value 
new  of  the  physical  property,  less  Mr.  Hayward's  estimate  of 
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tlie  existing  accrued  depreciation,  plus  Mr.  Hayward's  esti- 
mate of  the  cost  of  establishing  the  business,  phis  from  three 
to  four  milHon  dollars  which  represent  the  difference  between 
the  reserve  for  depreciation  in  Mr.  Hayward's  estimate  of  the 
cost  of  establishing  the  business,  and  his  estimate  of  the  exist- 
ing accrued  depreciation  in  the  plant.  Therein  there  is  a  con- 
flict. 

Commissioner  Johnson:  Then  why  should  Mr.  Clillette 
have  been  concerned  about  the  Commission  having  before  it 
several  valuations  ? 

Mr.  Marve:  T  am  puzzled  myself  as  to  what  value  any- 
body can  give  to  the  past  in  any  property.  These  things  have 
been  outlined  in  your  Act,  Professor  Johnson,  and  are  things 
that  we  must  i)resent.  AMiat  bearing  they  can  possibly  have 
in  arriving  at  a  base  to  start  from  now,  into  the  fu-ture,  I 
personall)-  cannot  conceive.  I  cannot  conceive  of  anything  but 
the  value  of  that  property  now,  and  the  only  thing  to  mv  nu"nd 
that  truly  indicates  its  value  now  is  what  it  would  cost  us,  or 
anybody  else,  to  go  out  and  duplicate  it. 

Commissioner  Johnson  :  The  clause  of  the  statute  under 
consideration  at  this  moment  is  a  practical  reproduction  of  the 
language  of  the  Supreme  Court  in  Smyth  I's.  Amesf 

Mr.  Marve  :    Yes,  sir. 

Commissioner  Johnson  :    Which,  I  suppose,  is  good  law? 

Mr.  Marye  :    I  hope  it  is. 

Commissioner  Johnson  :  Having  been  enunciated  b\'  the 
Supreme  Court. 

Mr.  Marye  :     I  know  of  no  w  ay  of  changing  it. 

Commissioner  Johnson:  And,  being  good  law,  I  sup- 
])Ose  it  will  lie  incumbent  ui^on  us,  or  at  least  il  will  be  within 
our  power,  in  arriving  at  a  fair  valuation,  to  take  into  consid- 
eration more  than  one  method  of  arriving  at  a  valuation? 

Mr.  Marye:  That  is  a  duty  im])Oscd  ujx  n  you  by  slatiUe, 
Professor  Johnson.  You  must  take  all  these  difterent  things 
into  consideration. 

Mr.  Trinkle:     Not  must — may. 

Mr.  Marye:  May.  We  read  the  "may,"  as  far  as  the 
Companies  are  concerned,  as  a  "must" — that  wc  must  present 
them,  and  vvC  have  tried  to  indicate  b\-  the  w  ilncsses  what  value 
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is  to  be  attached  to  these  other  things  the  best  we  could  do ; 
but.  speaking  personally  for  myself,  I  cannot  see  that  they 
have  any  value.  I  think  the  value  of  anything  to-day  is  what 
it  would  cost  to  duplicate  it.  I  have  a  very  narrow  mind — I 
have  no  imagination. 

CoMMissioxER  JoTixsox  :  You  ought  to  have  been  an 
engineer. 

Mr.  M.arye  :     So  I  ought,  being  a  poor  lawyer. 


!Mr.    Alarye   offered   in   evidence   as   one   exhibit,   certain 
photographs,  marked  Exhibit  ZZ,  Xos.  1-96,  inclusive. 


At  5  P.  M.,  adjourned  until  Thursday,  ]\Iarch  5th,  1914," 
at  2  :30  P.  M. 


Hearing'  before  the  Public  Service  Com- 
mission of  the  Commonwealth  of  Pennsylvania, 
held  at  Harrisburg-,  Pa.,  March  20,  1914. 
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Hearing  held  before  the  PubHc  Service  Commission  of 
the  Commonwealth  of  Pennsylvania,  in  the  Senate  Caucus 
Room,  in  the  Capitol  Building",  Harrisburg,  Pa.,  Friday, 
March  20,  1914,  at  10  A.  M.       . 


Present : 

Commissioners  W^vllace,  Acting  Chairman;  Tone, 

Pennypacker  and  Johnson. 
William   N.  Trinkle^  Esq.,  counsel  for  the  Com- 
mission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
•  Addison  Candor.  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  Findlay  French,  Esq.,  counsel  for  Pittsburgh 
Chamber  of  Commerce. 


SOOa  Hearing  of  March  20,  1(^14. 


Mr.  Svva\zi::    May  it  please  the  Commission:    A  request 
was  made,  at  one  of  tlie  former  hearings,  that  we  give  a  state- 
ment of  the  progress  of  the  case  from  this  point  on.     At  this 
hearing  we  will  take  up  the  question  of  the  Western  Electric 
Company  relationship  with  the  Bell  Telephone  System.     The 
Western    Electric    Company    is    the   manufacturing   company, 
which  manufactures  supplies.  '  If  you  will  remember,  at  the 
last  hearing,   in   the  examination   of   ]Mr.    Hayward,   under  a 
question  I  think  by  jMr.  French,  he  stated  that  practically  all 
of    our    property    and    supplies    are    purchased    through    the 
Western   Electric   Company.      We   will   take   that   up   and  go 
through  with  that  to-day.     At  the  next  hearing,  if  our  wit- 
nesses are  not  sick  again — we  have  been  rather  unfortunate 
in  having  some  of  our  witnesses  become  ill — we  will  take  up 
the  general  proposition  as  to  a  rate  case,  and  the  relation  of 
property  and  property  values  to  a   rate  case.     We  will  also 
take  up  traffic  studies,  if  we  can  get  to  them,  showing  the  flow 
of  traffic  between  different  places  in  the  State  of  Pennsylvania, 
and    the    relation    of    the    dififerent    places    and    the    dififerent 
classes  of  subscribers,  from  a  telephone  standpoint.     We  will 
put  in,  at  that  hearing  or  at  the  next  hearing,  the  financial 
tables — the  balance  sheets,  statements  of  expenses,  statements 
of   revenue,  statements  of  telephone  developments — through- 
out  the    State   of    Pennsylvania,    by    years,    and   the    various 
general  information  that  will  go  with  it.     At  the  hearing  fol- 
lowing that  we  will   take  up   the   question   of   the  American 
Telephone  &  Telegraph  relationship  with  the  Bell  Telephone 
operating  companies ;   that  is,  both  as   to  a  payment   known 
as  "41/2%  of  gross  revenue,"  paid  by  the  operating  companies 
to   the   American   Telephone   &  Telegraph   Companv.   and   as 
to  the  other  general  relationships  that  exist.     Then  we  will 
take  up  at  these  hearings   also   the  question   of  the   cost   of 
mone_\-  and  the  question  of  what  is  a  proper  rate  of   return 
to   be   paid   in   order   to   attract   monev   to   the   business   and 
develop  it.    Of  course,  interwoven  with  this  various  testimony 
will   l)e   shown   the   necessitv   of   obtainino-   new   monev   each 
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year,  in  order  to  provide  for  the  ordinary  development  of  the 
business.  Then  at  the  end,  having  laid  our  foundation  with 
the  vahies  of  our  property,  with  our  financial  tables  of  ex- 
penses, income,  etc.,  we  will  go  into  the  question  of  rate  mak- 
ing and  the  general  questions  from  the  standpoint  of  the 
operating  company. 

Commissioner  Pennypacker:  Can  you  put  that  estimate 
in  any  way  into  time?  Can  you  suggest  to  us  about  how 
much  time  it  will  take? 

Mr.  Swayze  :  That  is  rather  difficult.  I  have  attempted 
it,  however.  At  this  hearing  we  will  be  able  to  give  testimony 
only 

Commissioner  Pennypacker:  That  provides  for  how 
many  hearings? 

Mr.  Swayze:  Four.  I  think  we  will  be  fortunate  if  we 
get  through  it  in  four  hearings,  but  my  present  plan  is  that 
we  will  be  able  to  get  through  with  it  in  the  next  four  hear- 
ings after  this  one. 
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Gerard  Swope,  having  been  duly  sworn,  was  examined 
as  follows : 
By  Mr.  Swayze: — 

Q.  Will  you  please  give  your  full  name? 

A.  Gerard  Swope. 

Q.  Where  do  you  live,  and  what  is  your  business? 

A.  I  am  forty-one  years  old,  live  in  New  Jersey  and  do 
business  in  New  York. 

Q.     With  what  concern  are  you  connected? 

A.     A'ice  President  of  the  Western  Electric  Company. 

O.     Are  you  a  graduate  of  any  university? 

A.     A  graduate  of  the  Institute  of  Technology,  in  1895. 

O.     The  Massachusetts   Institute  of   Technology? 

A.  The  Massachusetts  Institute  of  Technology,  in  1895, 
in  electrical  engineering". 

O.  After  leaving  the  Institute  of  Technology,  where  did 
you  go  to  work? 

A.     \Mth  the  Western  Electric  Company,  in  1805. 

O.  Will  you  just  state  shortly  what  your  experiences 
were  in  starting,  and  what  positions  you  have  held? 

A.  I-  started  to  work  in  the  shops,  worked  there  for 
some  time,  then  in  through  the  Engineering  Department, 
through  the  Sales  Department,  as  salesman,  and  then  became 
manager  of  one  of  our  housed ;  later  took  general  charge  -of 
the  manufacturing  of  machinery,  engineering  and  manufac- 
turing and  sales,  and  then  was  given  general  charge  of  the 
commercial  interests  of  the  company,  both  here  and  abroad. 

O.  You  have  occupied  the  position  of  general  sales  mana- 
ger? 

A.     I  did.  sir. 

O.  Have  you  worked  anywhere  else  except  with  the 
Western  Electric  Company,  since  graduation  ? 

A.     No,  sir. 

O.  \\'hat  is  the  \\'estern  Electric  Company?  \Miat  busi- 
ness is  it  engaged  in? 

A.  The  Western  Electric  Company  is  primarily  a  manu- 
facturing company,  for  the  manufacture  of  telephone  appar- 
atus and  cable,  for  all  uses  of  a  telephone  plant.  In  addition 
thereto,  it  is  a  jobber,  or  distributor,  of  electric  supplies,  such 
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as  motors  and  generators,  incandescent  lamps,  poles,  pole  line 
hardware — all  material  necessary  to  build  a  complete  telephone 
plant,  and  in  addition  the  material  that  is  used  in  central  sta- 
tions for  electric  light  and  power. 

Q.  You  do  a  large  jobbing  business  in  other  supplies 
than  telephone  supplies? 

A.     We  do. 

O.  These  are  your  catalogues?  (Showing  witness  three 
books.) 

A.  We  issue  catalogues  on  our  electric  light,  oin^  railway 
and  mining  business,  and  also  on  the  telephone  business. 
Those  are  the  three  catalogues  that  ]\Ir.  Swayze  has  before 
him. 

Q.  Will  3'ou  please  state  the  beginning  of  the  Western 
Electric  Company  and  trace  its  history  up  until  the  present 
time,  particularly  in  its  relationship  with  the  Bell  Telephone 
Companies  ? 

A.  The  Western  Electric  Company  was  begun  in  1869 
by  Enos  M.  Barton,  who  was  at  that  time  a  telegrapher  in 
the  Western  Union  service,  and  Elisha  Gray,  an  inventor,  who 
invented  the  Gray  printing  telegraph,  and  also  devices  in  the 
telephone  art. 

O.  He  was  connected'  with  the  Western  Union  in  his 
invention  work  largely,  was  he  not? 

A.  The  Western  Union  took  over  some  of  his  inven- 
tions, but  he  was  an  inventor,  and  he  entered  into  business 
relations  with  Enos  M.  Barton  in  Cleveland.  They  started 
business  together  in  1869,  in  Cleveland,  and  later,  needing 
more  money  in  its  development,  they  interested  General  Anson 
Stager,  at  that  time  general  superintendent  of  the  Western 
Union  Telegraph  Company,  in  their  business,  and  they  moved 
the  business  to  Chicago.  That  was  in  1870.  Soon  after  that 
Mr.  Stager  became  Vice  President  of  the  Western  Union  Tele- 
graph Company,  and  the  Western  Electric  Manufacturing 
Company,  as  it  was  then  called,  became  the  manufacturers 
for  the  Western  Union  Telegraph  Company,  very  largely. 
Their  plant  at  Ottawa,  Illinois,  was  moved  to  Chicago  and 
consolidated.  In  those  days  was  developed  the  printing  tele- 
graph ;  they  manufactured  the  Edison  mimeograph  pens,  and 
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iIk'ii  also  electric  li.i^lU  material  and  ai)paratus,  such  as  the 
(l(iiil)le  carhon  arc  lain])  and  the  high  tension  arc  machines, 
etc.  In  1(S77,  after  the  invention  of  Bell's  telephone,  which 
was  cxhihitcd  at  Philadelphia,  they  began  manufacturing  dif- 
ferent a])paratus  and  ajipliances  to  be  used  with  the  telephone, 
such  as  the  ringer,  the  cord  switchboard,  etc.  Then  they  were 
the  manufacturers  for  the  Western  Union,  in  their  contest 
with  the  American  Bell  Company  as  to  who  owned  the  real, 
fundamental  inventions,  whether  it  was  the  Bell  inventions, 
or  the  Edison  which  the  Western  Union  controlled.  That 
contest,  as  between  the  Western  Union  and  Bell  companies, 
was  settled  in  1879;  but,  as  far  as  the  Western  Electric  Com- 
pany was  concerned,  it  was  not.  W^e  were  then  manufactur- 
ers for  the  Western  L'nion  Telegraph  Comi)anv  and  for  other 
interests — that  is,  not  connected  with  the  telephone  business. 

Bv  Commissioner  Pennypacker: — 

O.  The  AA'estern  Union  contended  that  Gray,  of  whom 
you  spoke,  had  invented  the  telephone,  did  thev  not? 

A.  Yes,  sir. 

O.  They  made  that  claim? 

A.  They  made  that  claim. 

O.  And  then  that  resulted^ in  an  agreement  between 
them  ? 

A.  It  did,  sir. 

O.  A  compromise  of  some  kind? 

A.  It  did. 

Q.  Based  upon  an  estimate  of  values,  I  suppose? 

A.  What  the  basis  of  it  was,  I  do  not  know,  sir. 

Mr.  Swayze  :  It  was  based  upon  an  estimate  of  future 
benefits,  on  a  percentage  basis  practically,  during  the  life 
of  the  telephone  patent. 

The  Witness:  The  American  Bell  Company  were  at 
that  time  also  interested  in  a  number  of  manufacturing- 
plants,  which  were  manufacturing  under  exclusive  license 
given  by  them  under  the  Bell  patents,  and  we  were  in  com- 
petition with  them,  especially  in  the  sale  of  our  material  to 
the  telephone  companies  which  were  then  being  actively 
organized  in  different  parts  of  the  United  States.     By   1882 
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we  had  accomplished  quite  a  great  deal  in  securing  busi- 
ness. We  had  developed  what  is  knoAvn  as  the  cord 
switchboard,  whereas  the  other  manufacturers  followed  the 
telegraph  practice  and  had  put  out  a  peg  switchboard;  in 
other  words,  to  put  in  lines  they  had  to  put  a  peg  in  as 
they  do  in  telegraph  practice  to-day,  very  much  like  the 
switches  for  use  in  the  high  tension  electric  light  business, 
while  we  (le^'eloped  a  cord  switchboard. 

By  ]\Ir.  Svvayze  :— 

O.  Did  you  get  a  patent  on  that? 

A.  ^^"e  had  patents  on  that.  Finally  the  Bell  interests 
recognized  not  only  the  merits  of  our  inventions,  but  also 
the  quality  of  our  manufactures,  which  compared  favorably 
w'ith  those  of  the  .Williams  Company  in  Boston,  who  were 
their  licensees,  and  in  1882 — Mr.  Jay  Gould,  by  the  way, 
had  by  that  time  come  in  control  of  the  Western  Union — 
the  Western  Union  sold  out  their  interests  in  the  Western 
Electric  Manufacturing  Company  to  the  American  Bell  Com- 
pany, and  the  American  Bell  Company  consolidated  the  Charles 
Williams  Company  and  some  of  the  other  licensees  wath  the 
\\'estern  Electric  ^Manufacturing  Company,  and  took  a  ma- 
jority interest  in  the  Western  Electric  jNIanufacturing  Com- 
pany, from  then  on  called  the  Western  Electric  Company. 
That  was  in  1882.  The  ^^"estern  Electric  Company  was  then 
the  exclusive  licensee  of  the  American  Bell  Company,  with  the 
exception  of  two  manufacturers,  who  still  retained  a  license 
to  manufacture  for  the  Bell  Company  and  for  their 
licensees,  and  to  sell  to  no  one  else.  The  licensees  of  the 
American  Bell  Company,  on  the  other  hand,  were  not  con- 
strained or  restrained  by  the  contract  from  buying  from 
other  than  the  AA'estern  Electric  Company,  and  they  so 
continued  to  l:)uv  from  other  manufacturers. 

O.  Can  you  give  an  illustration  of  that? 

A.  All  through  that  period  they  purchased  from  the 
Williams  Company  of  Boston ;  from  the  Gillilaiid  Company 
in  Indianapolis  ;  from  the  Post  &  Cherry  Company  in  Cin- 
cinnati, and  each  manager  or  each  engineer,  of  the  various 
telephone  companies,  had  their  own  ideas  as  to  the  best  way 
to  solve  their  problems,  and  would  get  up  their  telephones 
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or  switchboards  and  have  them  made  by  one  of  these  differ- 
ent manufacturers.  This  went  on  all  through  the  period 
into  the  90>',  of  course  the  telephone  development  continu- 
ing through  that  period.  Throughout  that  period,  however, 
the  Western  Electric  Company,  by  its  development  from  the 
cord  switchboard  into  what  is  known  as  the  multiple  switch- 
board, and  then  later  into  the  common  battery  switchboard 
— I  do  not  know  whether  I  ought  to  explain  those  terms  any 
more  at  length ;  if  I  ought,  I  suppose  you  will  ask — was  get- 
ting a  larger  and  larger  share  of  the  Bell  business  and  that 
of  the  various  licensees  which  had  been  organized  and  were 
operating  throughout  the  different  parts  of  the  United 
States.  As  late  as  1900,  and  in  fact  thereafter,  the  Western 
Electric  Company  did  not  secure  all  of  this  business.  It 
was  in  competition  with  other  manufacturers,  for  instance, 
as  in  Philadelphia,  where  they  used  the- Law  switchboard, 
which  was  manufactured  in  New  York ;  and  that  switchboard 
was  also  used  in  several  cities  of  the  West,  and  was  in  opera- 
tion in  the  late  90's. 

O.  At  that  time  do  you  know  whether  the  American 
Bell  Telephone  controlled  by  stock  ownership  the  operating 
Bell  companies? 

A.  It  controlled  by  stock  ownership  a  large  number  of 
the  operating  companies,  and  was  gradually  acquiring  stock 
ownership  all  through  this  period,  so  that  they  eventually 
came  in  control,  by  stock  ownership,  toward  the  end  of  the 
period,  of  practically  all  of  these  operating  Bell  companies 
throughout  the  United  States.  There  are  some  of  which 
they  are  not  now  in  control  bv  stock  ownership. 

O.  \A"hich  are  they? 

A.  Of  course,  I  am  speaking  of  the  matter  from  hear- 
say ;  they  are  the  Southern  New  England  Telephone  Com- 
pany, the  Providence  Telephone  Company  and  the  Cincin- 
nati and  Suburban  Telephone  Company.  Those  are  com- 
panies of  the  Bell  System  which  are  not  controlled  by  stock 
ownership  by  the  American  Telephone  &  Telegraph  Com- 
pany. 

O.  During  the  period  from  the  contract  of  1882.  all 
through  the  period  of  the  90's  until  the  end  of  the  patents 
and  beyond   that,   you   did   not    have   any    arrangement   by 
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which  you  were  the  exchisive  supplier  of  manufactured  tele- 
phone apparatus  for  operating  Bell  companies  ? 

A.  Xo,  sir,  none  whatever. 

O.  They  were  free,  as  far  as  you  were  concerned,  to  go 
into  the  market  and  purchase? 

A.  And  they  did  so.  This  continued  until  late  in  the 
90's,  when  there  was  a  marked  movement  on  the  part  of  the 
telephone  companies  to  purchase  more  and  more  of  their 
supplies  from  the  Western  Electric  Company,  which  grew 
up  from  this  reason,  that  in  the  same  time  we  had  developed 
quite  a  large  electrical  supply  business  with  central  stations 
and  others.  We  were  the  largest  distributors  at  that  time 
of  cross  arms,  pole  line  hardware,  insulators  and  such  mate- 
rial, and  we,  therefore,  naturally  began  to  sell  that  sort  of 
material  more  largely  to  the  telephone  companies  ;  so  that, 
in  the  late  90"s,  the  question  came  up  with  the  general  man- 
ager of  the  American  Telephone  &  Telegraph  Company 
whether  the  W^estern  Electric  Company  should  act  as  it's 
purchasing  agent  in  purchasing  material  for  it,  but  the  time 
did  not  seem  ripe  for  that  movement  and  nothing  further 
was  done  until  1901,  when  ^Ir.  Spencer,  then  general  man- 
ager of  the  Bell  of  Philadelphia,  took  up  this  question  of 
whether  the  \\^estern  Electric  Company  was  in  position, 
whether  it  was  organized,  to  act  as  the  purchasing  depart- 
ment and  storekeeper  for  the  Bell  of  Philadelphia,  and  a 
contract  was  entered  into  in  April,  1901,  which  was  the  first 
of  these  so-called  supply  contracts,  to  act  as  purchasing 
agent  for  the  Bell  of  Philadelphia.  That  began  a  move- 
ment which  continued  for  twelve  years,  gradually  spreading 
to  all  of  the  Bell  operating  companies  and  to  others,  so  that, 
in  1913.  we  act  as  purchasing  agent  and  storekeeper  for  all 
of  the  Bell  companies,  for  the  Western  Union  Company  and 
for  many  other  companies  connecting  with  the  Bell  System, 
but  in  many  cases  neither  controlled  by  them,  nor  any  stock 
ownership  therein. 

O.  Prior  to  your  entering  into  this  supply  contract,  by 
which  you  became  the  jobber,  go  on  with  your  manufactur- 
ing relationship  and  its  development,  with  the  Bell  Company. 
Did  you  obtain  patents  during  that  period? 
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A.  Naturally.  This  was  quite  a  fruitful  period  for  in- 
ventions and  new  development  in  the  telephone  art,  one  type 
of  sw'tchboard  rapidly  succeeding  another,  until,  in  the 
early  90's,  the  common  battery  switchboard  was  developed. 
The  first  switchboard  of  that  kind  that  was  put  out  was  in 
Worcester,  in  1895  and  in  1896,  and  the  first  switchboard  in 
this  territory  was  at  Filbert  in  Philadelphia,  in  1898.  This 
was  the  new  common  battery  type,  and  it  has  since  replaced 
all  others  in  large  cities.  That  was  entirely  developed,  and 
the  fundamental  patents  taken  out,  by  the  Western  Elec- 
tric Company,  and  they  were  the  first  to  introduce  it,  not 
only  in  the  United  States  but  in  Europe. 

O.  Did  you  take  out  a  large  number  of  patents  during 
that  period? 

A.  We  took  out  a  very  large  number  of  patents  during 
that  period,  not  only  on  switchboards,  but  on  telephonic 
apparatus  in  connection  therewith. 

Q.  Did  you  do  any  business  in  any  other  country  ex- 
cept the  United  States  ? 

A.  Yes,  sir.  Soon  after  the  organization  of  the  West- 
ern Electric  Company,  in  the  early  80's,  we  began  to  do  busi- 
ness in  Europe  and  in  Australia. 

Q.  How  did  you  happen  to  start  business  in  Europe 
and  foreign  countries  ? 

A.  It  varied  in  different  countries.  In  England,  where 
the  Bell  patents  were  recognized  and  a  number  of  com- 
panies took  out  licenses,  we  became  manufacturers  there  and 
sold  to  them.  Later,  when  the  Government  of  Great  Britain 
entered  into  it,  we  also  sold  to  them.  In  France,  early  in 
the  90's,  when  the  Government  took  over  the  telephone,  they 
invited  us  to  establish  a  factory  in  Paris,  which  we  did,  and 
manufactured  for  the  Government.  In  Germany  we  organ- 
ized in  the  early  90's  a  company  and  a  factory  in  Berlin,  and 
the  development  spread  until  we  have  either  factories,  or  ar- 
rangements with  companies,  in  many  of  the  different  coun- 
tries in  Europe. 

O.  Were  you  encouraged  by  the  foreign  Governments 
to  start  in  business  in  their  countries? 

A.  Yes,  sir  ;  as  I  said,  in  France  we  were. 
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O.  Back  in  the  early  80's,  when  you  controlled  the  switch- 
board patent  and  the  American  Bell  Company  controlled  the 
telephone  patents,  was  there  or  not  litigation  pending  as  to 
the  telephone  patents  ? 

A.  There  was  much  litigation  in  that  time  between  the 
Western  Union  and  the  American  Bell,  in  which,  of  course, 
the  Western  Electric  Company  was  interested,  because  their 
patents  were  in  litigation. 

O.  After  the  settlement  between  the  Western  Union  and 
the  American  Bell,  was  there  or  not  continued  patent  litigation? 

A.  There  was,  until  1882,  \\hen  the  American  Bell  Com- 
pany made  the  contract  with  the  Western  Electric  Company. 

O.  The  Drawbaugh  patent  suit  continued  in  the  United 
States  courts  up  until  1887,  did  it  not? 

A.  Yes,  sir;  but  that  was  an  x\merican  Bell  patent  suit, 
of  course. 

O.  But  (luring  that  period  the  contro!  of  the  fundamental 
telephone  patents  was  not  settled? 

A.  No,  sir,  all  through  that  period. 

O.  Was  it  during  that  period  that  the  exchange  and  the 
long  distance  business  commenced  to  develop? 

A.  The  exchange  business,  of  course,  began  to  develop 
early  in  the  80's.  The  long  distance  only  began  to  develop  in 
the  90's,  as  it  became  more  practicable. 

Q.  The  switchboard  was  necessary  in  the  development  of 
the  exchange  business? 

A.  Absolutely  essential. 

O.  And  at  that  time  the  AVestern  Electric  Company 
held  the  patent  for  the  switchboard? 

A.  For  the  particular  type  of  switchboard — I  mean 
there  were  other  types  of  switchboard,  as  I  said  in  the  be- 
ginning, such  as  the  peg,  but  the  Western  Electric  Com- 
pany engineers  contended,  of  course,  that  the  cord  switch- 
board, and  thereafter  the  multiple  switchljoard.  was  much 
better  and  we  finally  won  out.  It  simply  was  a  question 
of  the  survival  of  the  fittest,  and  it  prevailed. 

O.  All  through  this  period  you  were  a  manufacturer 
of  other  than  telephone  apparatus? 

A.  We  were,  sir. 
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().  And  were  doing  a  considerable  portion  of  your 
business  in  otber  electrical  apparatus? 

A.  Yes,  sir. 

Q.  Under  patents  and  otherwise? 

A.  Under  patents,  yes,  sir. 

O.  Is  the  1882  contract  still  in  force? 

A.  The  1882  contract,  as  I  said  a  moment  ago,  made 
the  Western  Electric  Company  the  exclusive  manufacturer 
for  the  Bell  Company,  and  allowed  us  to  sell  only  to  the 
licensees  of  the  Bell  Company.  This  contract  was  modi- 
fied in  1907,  and  a  new  contract  was  entered  into  in  April. 
1908,  releasing  the  Western  Electric  Company  from  that 
exclusive  feature  and  allowing  us  to  sell  such  patented  ap- 
paratus to  anyone,  whether  they  were  in  the  Bell  System 
or  outside  of  it.  That  was  the  main  feature  of  the  dif- 
ference. 

O.  Prior  to  the  modification  of  the  contract  in  1907. 
the  patented  apparatus  manufactured  by  the  AVestern  Elec- 
tric Company  could  not  be  obtained  by  the  non-Bell  com- 
panies, could  it? 

A.  It  could  not,  sir. 

O.  \Miat  was  the  reason  for  modifying  the  contract  oi 
1882  in  1907? 

A.  The  telephone  development  at  that  time  had  be- 
come very  rapid,  and  there  were  a  large  number  of  local 
companies  Avhich '  had  been  organized,  and  which  were  be- 
ing organized,  which  wanted  to  connect  with  the  Bell  toll 
lines — the  toll  development  had  been  then  quite  extensive 
— and  it  was  recognized  that  the  best  interests  of  the  pub- 
lic demanded  that,  if  you  wanted  to  give  good  service,  you 
must  have  standard  apparatus,  or  the  same  apparatus,  on 
both  ends  of  the  line ;  that  it  Avas  difficult  to  get  good  tele- 
phone conversation  if  you  had  different  standards  of  equip- 
ment and  different  standards  of  apparatus.  So  the  license 
was  modified,  allowing  us  to  sell  to  anyone  who  cared  to 
buy. 

O.  And  at  that  time  you  did  enter  into  the  market  and 
actively  seek  for  all  the  business  that  you  could  get  in  tele- 
phone apparatus? 
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A.  ^^'e  did,  sir. 

O.  Under  all  the  patents  which  the  Western  Electric 
Company  held? 

A.  Yes,  sir. 

O.  Dnring  this  period  of  development  of  the  apparatus 
used,  was  there  co-operation  between  the  American  Bell  Com- 
pany forces  and  the  forces  of  the  Western  Electric  Company, 
and  if  so,  what  was  it? 

A.  Oh,  thoroughgoing.  The  development  of  the  telephone 
apparatus  could  hardly  have  been  accomplished  without  that 
co-operation  between  the  operating  forces  and  the  manufac- 
turing and  engineering  department.  The  operating  department 
of  the  American  Bell  Company  and  their  licensees,  from  its 
experience  in  the  held  and  from  its  experience  with  the  ap- 
paratus, stated  the  requirements,  and  then  the  Western  Elec- 
tric Company  tried  to  solve  the  problem  of  meeting  those 
requirements  with  practical  apparatus.  We  would  manufac- 
ture, or  develop,  something  in  the  laboratories,  and  then  try 
it  and  see  how  it  worked  out  in  service.  Constant  observation 
was  kept  upon  such  pieces  of  apparatus,  and  reports  made, 
and  it  was  only  after  long  continued  and  repeated  trials  that 
the  best  solution  of  those  various  problems,  which  were  not 
then  so  well  understood,  was  finally  accomplished. 

Q.  You  do  not  think  you  have  come  to  the  best  solution 
of  all  the  problems  yet,  do  you? 

A.  Xo.     New  ones  are  constantly  arising. 

Q.  Did  vou  have  an  engineering  and  laboratory  force  in 
the  \\'estern  Electric  Company  during  this  period? 

A.  \\'e  did.  sir. 

O.  And  did  the  American  Bell  Telephone  Compan\-  and 
its  successors  have  an  engineering  and  laboratory  force? 

A.  They  did. 

Q.  And  you  were  exchanging  ideas? 

A.  They  were  exchanging  ideas  and  co-operating. 

Q.  ^^"ere  you  or  not  getting  the  benefit  of  suggestions 
from  the  operating  Bell  companies  and  from  their  practical 
experience  in  the  use  of  apparatus  in  the  field? 

A.  AA'e    were. 

O.  Was  that  of  \alue  in  the  development? 
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A.  Of  i^reat  value. 

(J.  ])o  you  remember  when  the  American  Bell  Telephone 
Company  fundamental  patents  on  telephone  transmitters 
expired  ? 

A.  My  impression  is  it  was  1892,  or  1895. 

Q.  1895,  practically? 

A.  1895. 

O.  Have  you  now  any  patents,  held  by  the  Western 
Electric  Company,  on  telephone  apparatus? 

A.  Yes. 

O.  That  are  of  value  in  the  business? 

A.  We  have  a  large  number  of  patents.  On  January  1, 
1914,  we  had  a  total  of  722  patents  in  force.  There  were 
still  a  number  of  patents,  as  I  remember  it  something  like 
three  hundred,  on  application,  on  file  in  the  Patent  Office, 
which  had  not  yet  issued.  They  were  on  all  kinds  of  tele- 
phonic apparatus  and  appliances. 

Q.  Did  you  also  purchase  patents? 

A.  We  have  also  purchased  patents  from  time  to  time ; 
])atcnts  and  patent  applications. 


By  CoMMis-siONER  Pennvpacker: — 

Q.  What  proportion  of  them  are  of  real  value? 
A.  That  is  difficult  to  say.  You  could  pick  out  a  few 
conspicuous  patents  that  are  of  great  value,  but  the  great 
value  of  a  large  body  of  patents  is  controlling  a  system,  that 
they  work  in  together,  they  correlate  with  each  other,  and  it 
is  difficult  to  pick  out  a  particular  patent  and  say  how  much 
more  valuable  that  is  than  another.  Of  course,  there  have 
iK'en  some  conspicuous  ])atents,  for  instance,  the  patent  that 
led  to  the  introduction  of  the  common  battery,  which  allowed 
us  to  use  a  central  energy,  so  that,  by  lifting  the  receiver  from 
the  hook,  without  ringing  a  generator,  as  you  formerly  did, 
it  transmitted  the  call  to  the  central  office,  and  then  the  answer 
was  from  there  automatic.  Then  another  quite  important 
])atcnt  was  the  fact  that,  by  hanging  up  the  receiver  on  the 
hook,  it  releases  the  line  without  any  further  operation  on 
the  part  of  the  slibscriber.     The  whole  tendency  has  been  to 
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make  the  telephone  more  automatic  in  its  operation  from  the 
subscriber's  point  of  view. 

By  Commissioner  Johnson: — 

O.  As  storekeeper  for  the  Cell  Company,  you  have  a 
store  in  Philadelphia,  have  you? 

A.     Yes,  sir. 

Mr.  Swayze:  We  will  show  bv  the  maps  just  where 
we  have  those  stores  located.  I  wanted  to  get  through  the 
manufacturing  side  of  the  business  first. 

By  Mr.  Swayze: — 

Q.  Are  you  still  continuing,  and  proposin.g  to  continue, 
your  patent  work  ? 

A.     Oh,  yes,  very  largely. 

0.     And  your  laboratory? 

A.     Laboratory  and  research  and  development  work. 

Q.  How  many  men  have  you  in  your  laboratory  and 
research  and  patent  departments? 

A.  In  our  engineering  department,  which  includes  our 
laboratory  and  development  work,  we  have  something  over 
1100  men.  In  the  patent  department — I  can  look  that  number 
up ;  I  do  not  recollect. 

O.     Can  you  not  recall  generally? 

A.     It  is  about  fifty  or  sixty,  I  imagine. 

O.  What  was  the  total  amount  of  the  sales  of  the 
Western  Electric  Company  in  1913,  in  the  United  States? 

A.  Seventy-seven  million,  five  hundred  and  some  odd 
thousand  dollars. 

Q.  How  much  of  those  sales  were  to  the  Bell  operating 
companies  ? 

A.     $51,000,000. 

Q.  And  there  was  practically  $27,000,000  to  other  com- 
panies ? 

A.  Other  companies,  such  as  electric  light  companies 
and  central  stations,  street  railways,  etc. 

Q.  Where  is  the  principal  manufacturing  place  of  the 
Western  Electric  Company? 
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A.  At  Hawthorne,  which  is  just  outside  of  the  city  lim- 
its of  Chicago. 

Q.  Have  you  there  a  factory  equipped  for  carrying  oil 
the  manufacture  of  all  necessary  apparatus? 

A.  We  have.  We  have  a  large  tract  of  land,  where  we 
have  erected  absolutely  fireproof  buildings — as  fireproof  as  we 
knew  how  to  build  them — and  where  we  have  concentrated 
our  manufacturing. 

O.  The  manufacturing  side  of  your  business  with  the 
]5ell  operating  companies  can  be  considered  separately  and 
distinctly  from  the  supply  side  of  your  business  with  the  Bell 
operating  companies,  can  it  not? 

A.  Absolutely,  and  we  do  so  consider  it  in  the  organiza- 
tion of  our  business. 

O.  I  show  you  a  chart,  which  is  marked  "Annual  Sales 
— All  Houses.  From  1885  to  1913  Inclusive,"  and  ask  you 
to  explain  what  that  chart  shows  generally. 

(Chart  entitled  "Annual  Sales — All  Houses,  from  1885  to 
1913,  inclusive"  offered  in  evidence  and  marked  Exhibit  3-A.  i 
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A.  This  simply  shows  graphically  the  growth  of  the 
Western  Electric  Company  business  from  1885  to  the  present 
time.  It  shows  a  fairly  steady  growth  of  business  in  the 
later  years,  a  very  rapid  growth  from  1905  to  1906,  which 
was  a  period  of  very  large  telephone  development,  and  then 
in  1907  and  1908,  you  see,  the  business  decreased  to  just  a 
half  of  what  it  had  been.  Since  then  it  has  been  going  up, 
more  gradually  than  before,  until,  for  the  year  1913,  it  has 
reached  the  figure  that  I  mentioned,  of  not  quite  $78,000,000. 

O.  The  high  point  shown  in  the  curve  in  1906,  and 
the  low  point  shown  in  the  curve  in  1908, — was  that  or  not 
affected  by  business  conditions  in  those  years? 

A.     Absolutely. 

O.  And  did  the  drop  in  the  amount  of  business  from 
1906  to  1908  have  any  effect  on  you,  your  organization  as  a 
manufacturing  establishment  ? 

A.  It  had  two  very  serious  effects.  Of  course,  we  had 
to  release  some  thousands  of  our  employes,  and  also  we  lost 
a  little  more  than  a  million  dollars  in  profits. 

O.  Under  your  arrangement  with  the  American  Bell 
Company  you  were  compelled  to  be  equipped  to  carry  the  load, 
to  whatever  peak  it  might  rise? 

A.  Yes,  sir.  We  were  under  contract  to  furnish  appar- 
atus as  they  demanded  it,  so  we  had  to  have  the  facilities. 
x'\s  you  see,  the  development  of  the  business  from  1905  to 
1906  increased  from  $44,000,000  to  $69,000,000.  Of  course, 
that  is  an  increase  of  50%  in  one  year  and  meant  a  tremend- 
ous expansion  in  the  manufacturing  business.  Then  the  next 
two  years  it  receded  to  one  half  that  business. 

By  Commissioner  Pennypacker: — 

Q.  I  suppose  this  tremendous  drop  here,  from  1906, 
was  due  to  the  fact  that  you  had  supplied  the  Bell  telephone 
pretty  well  over  the  country,  and  you  were  prohibited  from 
selling  to  anybody  else,  and  then  you  made  an  agreement  which 
permitted  you  to  sell  to  all  the  other  companies? 

A.  That  is  only  in  part  true,  Governor,  because,  you 
see,  we  were  prohibited  only  from  gelling  to  telephone  com- 
panies.    We  were  always   allowed   to   sell   other  material   to 
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anyone.    That  restriction  only  applied  to  telephonic  apparatus. 

i).  llow  do  you  account  for  this  very  rapid  descent 
iicrc  ill  those  few  years?     What  was  the  cause  of  it? 

A.  because  in  the  year  1906  the  telephone  system  hought 
nianv  millions  of  dollars  worth  of  merchandise,  and  in  1908 
tlic\-  hardly  hought  an}'lhing  from  us.  They  were  our  very 
largest  customers,  h}-  all  odds. 

liv  Aik.  Sw.'\^v^:: — 

O.  'I'hc  ])urden  that  was  imposed  on  you,  though,  in 
that  ra])id  growth  which  culminated  in  1906,  was  to  be  organ- 
ized to  take  care  of  that  business? 

A.     Yes,  sir. 

O.  y\nd,  uuder  your  contract,  you  had  to  accept  the  drop 
in  the  business  from  the  Bell  Company  as  it  came? 

A.  Yes,  sir. 

0.  And  then  the  business  commenced  to  grow  again  in 
19087 

A.  Yes,  sir. 

O.  Was  that  rapid  growth  from  1908  in  the  curve  up  to 
the  present  time,  caused  by  the  modification  of  1907,  by 
which  you  were  allowed  to  sell  apparatus  to  other  than  Bell 
companies  ? 

A.  Certainly,  in  part ;  but  of  course  a  very  small  part,  I 
mean. 

O.  That  was  only  a  small  part,  as  compared  to  the 
whole  ? 

A.  Yes,  sir. 

O.     But  that  was  one  of  the  factors  that  did  enter  into  it? 

A.  Yes,  sir. 

O.  It  was  the  increase  of  your  other  electrical  business 
and  the  increase  of  the  business  with  the  Bell  companies 
themselves,  that  brought  the  curve  up  again? 

A.  Yes,  sir. 

Bv  Commissioner  Johnson  :— 

O.  How  do  you  explain  that  the  Bell's  demand  dropped 
off  before  the  panic  came? 
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A.  That  was  very  interesting.  It  was  possibly  on  ac- 
count of  their  financing.  You  see,  the  Bell  System  have 
always  had  to  finance  their  requirements  some  time  before 
they  could  purchase  material,  because  the  merchandise  that 
we  sell  is  only  a  part  of  their  plant  aggregate,  like  real  estate 
and  buildings,  etc.  In  1906  was  the  peak,  and  we  felt  the 
drop  in  business  early  in  1907,  while  the  panic  did  not  come 
until  the  end  of  1907,  as  you  see. 

O.  In  other  words,  they  seemed  to  have  had  prescience? 

A.  Yes,  sir. 

Commissioner  Pexxvpacker:     Premonition. 

Mr.  Swayze  :     ^^'e  had  foresight. 

By  ]\Ir.  Swayze  : — 

Q.  The  part  of  the  business  represented  by  this  curve 
all  through  the  period  is  in  apparatus  other  than  telephone 
apparatus,    sold   to   other   than   the    Bell   companies? 

A.  That,  and  inclusive  of  telephone  apparatus,  the  whole 
business. 

O.  It  represents  the  sum  of  each  kind  of  business? 

A.  The  sum  of  each  kind  of  bvisiness,  yes,  sir. 

O.  The  relationship  between  the  Western  Electric 
Company  and  the  Bell  System  was  a  very  close  business  re- 
lation? 

A.  Yes,  sir. 

O.  Will  you  please  state  the  method  of  making  prices 
to  the  Bell  Company  that  has  been  adopted  by  the  Western 
Electric  Company? 

A.  After  the  panic  years  of  1907  and  1908,  where,  as  I 
say,  we  had  to  allow  a  number  of  our  people  to  go,  prac- 
tically breaking  up  our  organization,  and  where  we  had  lost 
a  good  deal  of  money,  of  course  we,  as  did  other  industrials, 
looked  over  the  field  to  see  what  we  could  do  to  improve 
the  situation,  and  one  of  the  things  that  we  did  was  to  ex- 
amine into  the  costs  of  the  various  pieces  of  apparatus 
which  we  made,  to  see  what  we  could  do  to  increase  our 
profits.  One  of  the  principles  which  we  soon  laid  down  in 
that  development  was  that  we  must  seek  our  increased 
profits  by  reduction  in  costs,  rather  than  by  increasing  the 
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sellin.i;  i)rice,  largely  on  account  of  our  inliniale  relation 
with  the  I'ell  Company  and  the  supervision  that  the  engi- 
neers of  tlie  IJell  Company  gave  to  our  prices  and  to  our 
profits.  We  could  only  seek  greater  profits,  therefore,  by 
either  changes  in  design  or  improved  methods  of  manufac- 
ture, and  possibly  I  could  illustrate  that  by  an  example  of 
what  little  things  mean  in  a  business  of  the  large  character 
of  this.  (The  witness  produced  and  exhibited  to  the  Com- 
mission two  desk  stands,  one  finished  in  nickel  and  the  other 
in  l)lack.)  This  nickel  desk  stand,  which  you  are  all  familiar 
with,  in  1908  and  prior  thereto  we  sold  for  $1.50  to  the  Bell 
com]:)anies.  Prior  to  that  we  were  not  selling  them  to  anyone 
else — prior  to  1907 — and  on  that  we  were  not  making  a  sat- 
isfactory profit,  largely  because  of  the  material,  brass,  of  which 
this  is  made. 

By  Commissioner  Pennvpacker: — - 

Q.  How-  long  did  the  price  remain  at  $1.50? 

A.  The  price  of  this  has  been  $1.50  for  six  years.  The 
material  that  constitutes  it.  as  I  will  say  in  a  moment,  whicli 
is  largely  brass,  has  gone  up  in  ,this  period. 

O.  When  you  began  to  make  them,  what  did  they  cost? 

-\.  ( )h,  years  ago?  I  do  not  remember.  It  was  over 
three  dollars,  though,  and  more  than  that.  I  remember  some 
other  illustrations,  one  where  the  price  started  at  twelve  dol- 
lars and  went  down  to  twenty  cents  finally — I  mean  in  the 
gradual  process  of  manufacture,  from  the  beginning.  I  am 
speaking  particularly,  however,  of  the  years  from  1008  on, 
when  the  ])rice  remained  practically  uniform  at  $1.50.  On 
this  article  we  were  not  making  a  satisfactory  profit. 

O.  TIas  the  general  tendency  been  to  lower  the  ijrices  of 
those  things,  or  to  increase  them? 

A.  To  lower  the  price.  There  has  not  Ijcen  an\-  increase 
in  prices. 

O.    I  here  has  not  been  any  increase? 

.\.  Xo  increase  in  prices. 

O.  The  tendency  to  lo\yer  the  price  has  loeen  uni\ersal, 
has  it? 

A.    1  he  tendency  to  lower  tlie  i)rice  lias  l^een  (|ui!e  gen- 
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erai,  yes,  sir.  No  increase  in  price  has  been  made,  notwith- 
standing the  increase  in  labor  and  material  in  this  period,  and 
the  amount  of  such  reductions  has  been,  in  the  years  1907  to 
1912,  approximately  a  million  dollars  and  a  half. 

Now  take  this  particular  desk  stand.  I  just  want  to  illus- 
trate a  method,  rather  than  the  particular  thing.  This  is  the  in- 
side of  it,  showing  the  connections  (indicating).  This  is 
the  to]),  and  that  was  changed  from  a  cast  to  a  drawn  lug 
holder,  and  that  made  a  saving  of  five  cents  per  stand.  You 
see,  from  llic  liutward  appearance  there  is  no  change.  Then 
the  switch  liook.  which  is  here  (indicating),  was  made  in 
two  pieces  and  riveted,  and  now  is  made  in  one  piece  and 
punched,  and  that  saved  two  cents  per  stand.  Here  is  a  small 
operation,  \vhich  is  where  the  base  was  drilled  and  a  brass 
])liig  inserted  "  Here,  in  the  later  type,  it  was  simplv  em- 
bossed, and  that  saved  a  fraction  of  a  cent.  Then  the  final 
change  was  the  finish,  from  nickel  to  a  black  finish,  which 
saved  nine  cents. 

Q.  lias  that  made  a  difference  to  the  man  who  handles  it 
in  his  office?' 

A.  It  has  made  a  difference  in  this,  that  this  black  finish 
retains  its  good  appearance  longer  than  the  other.  From 
the  perspiration  of  the  hand,  the  nickel  finish  tarnishes  sooner 
than  the  black.  Consequently,  it  has  made  a  big  difference 
to  the  telephone  company,  in  that  the  later  stand  can  be  re- 
linished  for  less  expense. 

O.  \A'hat  is  the  ])rice  of  that   (indicating  blaclv)   stand? 

A.  $1..S0. 

O.  The  same  as  this  i  indicating  nickel  stand)  ? 

A.  Yes.  no  change  was  made  in   the  price. 

r>^-  Mr.  Swa^'ze:— 

O.  Which  stand  can  be  refinished  the  cheaper,  the  last 
stand  ?• 

.\.  The  l)lack  stand  can  be  refnislied  cheaper  b^-  Cwc  cents 
a  stand. 

O.  That  is  the  last  stand? 

A.  The. last  stand. 
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(J.  And  there  is  a  saving  to  the  telephone  company  by 
.reason  of  that  change  in  finish? 

A.  Of  five  cents  a  stand,  which  amounts  in  a  year  to  about 
51^20,000  for  the  telephone  companies. 

Bv  Commissioner  Penxypacker  : — 

O.  I  was  wondering  whether  any  of  that  saving  got 
around  to  the  man  who  handles  the  stand.  Do  you  think  it 
dv  es  ? 

A.  That  I  am  afraid  I  cannot  answer,  sir. 

]\Ir.  Swavze  :  It  would  naturally  be  reflected  in  the  ex- 
penses of  th.e  company  and.  therefore,  be  reflected  to  the 
user  of  the  telephone. 

Bv  Mr.  Swayze  : — 

O.  Will  you. please  state  whether  or  not,  in  obtaining  the 
black  finish,  it  was  necessary  to  go  through  any  studies? 

A.  Oh,  yes,  quite  elaborate  studies  had  to  be  gone 
through  to  test  the  various  kinds  of  black  finish  that  would 
best  stand  the  perspiration  of  the  hand  and  the  oxidation  of 
the  atmosphere,  and  that  was  finally  hit  upon,  after  a  good 
deal  of  experimentation.  The  only  point  that  I  am  trying  to 
illustrate  here  is  that  the  method  that  has  been  followed,  in 
order  to  increase  our  profits  from  unsatisfactory  ones,  rather 
than  to  increase  the  selling  price  has  been  to  make  such 
changes  in  the  construction  as  would  reduce  the  cost. 

O.  In  spite  of  the  close  relationship  between  the  Ameri- 
can Bell  Telephone  Company  and  the  Western  Electric  Com- 
pany, you  are  striving  to  increase  the  efficiency,  life,  and  value 
of  all  of  the  apparatus? 

A.  Yes.  and  I  thought  this  illustrated  that  point.  ^  ou 
see  there  we  have  changed  the  design  to  make  the  desk  stand 
better  for  the  telephone  company  and  for  the  user,  and  also 
save  them  money  in  the  use  thereof. 

Bv  CoiMMissioNER  Pennypacker  : — 

O.  I  understand  that  this  nickel  stand  was  sold  at  SI. 50. 
and  this  black  stand  represents  a  saving,  but  it  still  sells  at 
$1.50? 
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A.  Yes,  sir. 

Q.  The  benefit,  then,  of  that  transaction  was  a  benefit  to 
the  Western  Electric  Company,  was  it  not? 

A.  In  part,  but,  as  1  said  a  moment  a,'j;"o,  the  telephone 
companies  also  made  a  saving  in  refinishing.  because  the  black 
is  cheaper  to  refinish  than  the  nickel,  and  their  saving  per 
year  was  about  $20,000. 

There  was  a  change  in  design  where  the  selhng  price 
was  kept  the  same.  Here  (referring  to  repeating  coil)  is 
an  illustration  of  where  the  selling  price  has  been  largely 
reduced.  The  Bell  System,  in  connection  with  the  Western 
Union,  were  the  first  to  use  what  is  known  as  the 
phantom  circuit.  -V  phantom  circuit  is  possibly  very  simply 
explained.  Two  wires  are  necessary  for  one  conversation  be- 
tween two  people,  and  four  wires  are,  therefore,  necessary  for 
two  conversations.  Xow  by  the  phantom  circuit  we  have  been 
able  to  so  use  these  four  wires  as  to  make  it  possible  to  have 
three  conversations  go  over  those  four  wires  at  the  same  time, 
increasing  to  the  extent  of  50%  the  use  of  the  plant. 
One  of  the  pieces  of  apparatus  that  is  needed  to  make  that 
efifective  is  what  is  known  as  the  repeating  coil,  and  this  (ex- 
hibiting apparatus)  is  what  we  know  as  the  37-A  repeating 
coil,  which  we  developed  years  ago  and  which  was  sold  to 
the  telephone  companies  at  $10.30.  By  studies  in  our  lab- 
oratories of  the  properties  of  iron,  which  has  been  going  on 
for  some  years,  not  only  by  us  but  by  a  good  many  other 
metallurgical  engineers,  we  finall}-  hit  upon  a  different  kind 
of  iron,  a  silicon  iron,  whereby  we  were  able  to  produce  a 
coil  of  greater  efficiency,  and  this  new  size  we  sell  at  $3.35  to 
the  telephone  companies.  I  have  had  one  sawed  in  two.  so 
you  could  see  the  inside  of  it.  It  is  nothing  but  a  core  of  iron 
with  a  coil  of  wire  around  it.  As  an  illustration  of  the  mar-" 
ket  on  this,  I  have  here  a  coil  of  one  of  our  reputable  com- 
petitors, which  was  developed  years  after  this  large  coil  was. 
It  is  made  of  cast  iron  and  sells  at  a  higher  price  than  this 
large  coil.  In  tlie  meanwhile  we  had  brought  out  this  new- 
coil,  and  its  comparative  efficiency  with  that  is  just  as  I  have 
stated. 
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Rv  Mr.  Swayze: — 

O.  The  repeating  coil  which  one  of  your  competing 
manufacturers  got  out  was  got  out  at  what  time? 

A.  Last  year. 

Q.  About  the  time  that  you  got  out  your  small  repeat- 
ing coil? 

A.  No,  we  had  gotten  out  our  coil  a  little  earlier  than 
that,  but  it  was  not  generally  known. 

O.  Did  you  state  how  much  you  sold  the  smaller  coil 
for?'^ 

A.  vS3.35,  compared  with  $10  30. 

Mr.  Trixkle:  Do  any  of  the  Bell  companies  own  any 
stock  in  the  A\'estern  Electric  Company? 

JMr.  S\\'ayze  :  We  made  the  statement  right  in  the  be- 
ginning that  the  American  Bell  Company  started  in  with  a 
controlling  interest  in  the  stock  of  the  Western  Electric 
Company,  and  has  retained  that  controlling  interest  right 
straight  through  the  whole  period,  and  we  made  a  contract 
with  them  by  which  they  became  our  manufacturer,  and  they 
have  continued  as  our  manufacturer  of  telephone  apparatus, 
during  the  whole  period.  • 

By  Mr.  Swayze  : — 

O.  Was  your  profit  in  dollars  and  cents  greater  or  less 
on  the  improved  repeating  coil  than  on  the  first  repeating 
coil? 

A.  It  was  naturally  less ;  I  should  say  less  than  half  the 
profit  on  the  small  coil  that  there  was  on  the  large  coil,  in 
dollars  and  cents. 

O.  And  was  there  a  large  number  of  the  first  repeating 
coil  in  use  by  the  operating  Bell  companies? 

A.  There  is,  and  has  been,  a  large  number  of  these  re- 
peating coils  in  use. 

O.  What  becomes  of  the  old  repeating  coils,  now  that 
you  have  brought  out  the  new  repeating  coil? 

A.  On  the  more  important  lines,  which  they  must  keep 
up  to  the  highest  standard  of  efficiency,  these  coils,  that  were 
put  m  at  $10.30.  have  now  got  to  come  out  and  make  way 
for  the  new  coil,  and  there  is  nothing  that  you  can  do  with 
the  old  ones  except  junk  them.     There  is  verv  little  use  that 
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\ou  can  make  of  these  larger  coils.  That  process  is  being 
followed,  not  only  in  the  case  of  those  repeating  coils,  but  in 
other  pieces  of  telephonic  apparatus,  where  new  types  are 
rapidly  succeeding  older  ones. 

O.  You  have  actually  taken  some  of  the  old  repeating 
coils  out,  have  you? 

A.  Yes,  sir. 

O.  A  large  number  of  them? 

A.  A  number  of  them,  and  it  is  increasing  as  they  get 
around  the  plant. 

O.  And  you  are  confronted  with  the  problem  of  taking 
care  of  a  large  number  of  them  at  the  present  time,  are  you 
not  ? 

A.  Yes,  sir. 

O.  During  the  period  in  which  the  development  of  the 
desk  stand  and  the  repeating  coil  took  place,  you  said  that 
the  cost  of  material  and  labor  was  increasing.  Can  you 
state  what  was  the  increase,  approximately,  of  the  cost  of 
material  and  labor? 

A.  In  the  business  of  the  Western  Electric  Company 
we  keep  a  very  careful  record  of  the  average  prices  of  our 
materials,  and,  for  the  period  from  1907  to  1912,  the  five 
years  of  which  I  was  speaking,  the  increase  in  the  price  of 
material  was  17%.  The  increase  in  the  cost  of  labor,  from 
various  economic  journals  and  the  United  States  Department 
of  Labor  reports,  was  in  the  same  period  about  15%.  But, 
as  I  stated  before,  notwithstanding  those  upward  factors,  the 
reductions  in  prices  made  on  telephonic  apparatus  to  the  Bell 
System  amounted  to  about  a  million  and  a  half  dollars.        • 

Q.  What  would  have  been  the  effect  on  the  price 
charged  by  the  Western  Electric  Company  for  the  nickel 
desk  stand,  if  you  had  not  made  the  improvements  in  the 
manufacture  ? 

A.  Either  the  price  would  have  had  to  go  up,  or  the 
Western  Electric  Company  would  have  had  to  bear  the  loss. 
There  would  have  been  an  actual  loss  on  every  desk  stand, 
rather  than  a  profit. 

O.  The  increase  in  the  cost  of  material  and  labor  would 
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have  been  sufficient  to  more  than  take  up  the  profit  that  you 
would  have  made,  without  the  improvements? 

A.  All  of  it,  yes,  sir.  As  a  matter  of  fact,  part  of  the 
improvements  were  taken  up  by  the  increased  cost  of  labor 
and  material.  In  other  words,  it  was  not  all  profit  to  the 
Western  Electric  Company.  It  just  ofifset,  to  a  certain  ex- 
tent, these  increases  in  labor  and  material. 

Bv  Commissioner  Pennvpacker: — 

O.  What  is  the  name  of  this  instrument?     (Indicating.) 

A.  Repeating  coil, 

O.  The  reduction  in  price  to  the  Bell  Telephone  Com- 
pany upon  that  instrument  is  from  ten  dollars  and  something 
down  to  $3.50? 

A.  $3.35.  yes,  sir. 

O.  Is  there  any  other  implement  that  you  sell  to  the 
Bell  Telephone  Company  upon  which  the  price  has  been  as 
much  reduced  as  that  ? 

A.  Offhand,  I  do  not  know  of  anything  that  has  been 
so  much  reduced.  \\'e  have  many  that  have  been  reduced 
in  price. 

O.  On  the  desk  stand  there  was  no  reduction  ? 

A.  On  the  desk  stand  there  was  no  reduction  in  price. 

By  Commissioner  Johnson: — 

O.  How  about  the  receiver? 

A.  In  the  case  of  the  receivers  and  transmitters,  the  in- 
vestment is  carried  by  the  American  Bell  Company,  and  the 
telephone  companies  do  not  purchase  them  from  us;  they 
are  taken  on  a  rental  basis. 

^Ir.  Swavze  :  They  are  not  purchased  by  the  operating 
companies,  such  as  the  Bell  of  Pennsylvania. 

Bv  AIr.  S\vayze  : — 

O.  Has  an  examination  been  made  by  any  commission 
as  to  the  prices  you  charge  for  material,  as  compared  with 
what  other  people  had  to  pay  for  the  same  material? 

A.  \  es,  sir.  ^^'e  have  made  a  number  of  studies  of  the 
prices  of  apparatus  that  has  been  purchased  by  some  of  the 
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Bell  Telephone  operating  companies  frcm  us,  and  what  such 
apparatus  could  have  been  purchased  for  from  others. 

By  Commissioner  Johnson: — 

O.  What  are  the  principal  competing  companies? 

A.  The  Kellogg  Alanufacturing  Company,  the  Stromberg- 
Carlson  Company,  the  Dean  Electric  Company,  the  Automatic 
Electric  Company. 

0.  Are  they  large  concerns? 

A.  Thev  are  fairly  good  sized  concerns.  The  Kellogg  par- 
ticularly is  a  reputable,  good  sized  manufactory. 

O.  Where  is  the  Kellogg  plant  located? 

A.  In  Chicago,  sir. 

Q.  Do  the  Independent  companies  buy  mostly  of  you  or 
of  the  competing  companies? 

A.  I  would  not  say  mostly  of  us.  They  buy  largely  from 
us,  and  they  buy  also  from  the  others.  \\'e  secure  from  the 
Independents  a  larger  business  than  any  of  our  competitors. 

Q.  Did  the  exclusive  contract  of  the  Bell  Company  and 
the  Western  Electric  Company,  which  lasted  until  1908,  re- 
strict the  development  of  telephone  companies,  other  than  the 
Bell  Company,  in  your  judgment? 

A.  No,  I  should  say  just  the  reverse.  You  see,  just  at 
that  time,  these  Independent  telephone  manufacturers  were 
springing  up.  and  they  were  promoting  these  telephone  com- 
panies for  the  purpose  of  selling  their  apparatus,  and  in  many 
ways  it  was  a  false  development,  in  that  sense,  on  account  of 
the  promotion  interests  that  they  had. 

O.  There  was  no  difficulty  encountered  by  an  Independent 
company  in  getting  efficient  apparatus  before  1908? 

A.  There  may  be  a  question  as  to  how  efficient  it  was,  but, 
for  local  purposes,  it  seemed  to  meet  their  requirements. 

By  jMr.  Swayze  : — 

O.  You  are  speaking  of  the  period  after  the  expiration 
of  the  fundamental  patents,  in  1895? 

A.  From  1895  to  1907;  about  a  period  of  twelve  years. 

O.  During  the  period  of  patent  control  there  could  be  no 
competing  telephone  companies,  could  there? 
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A.  There  were  none,  no,  sir. 

Mr.  Swavze  :  So  that,  in  speaking  of  the  purchase  of 
supplies  by  competing  companies,  he  speaks  of  the  time  after 
they  were  allowed  to  carry  on  a  telephone  business. 

The  Witness:  Mr.  Street  calls  my  attention  to  the  fact 
that  the  condensers  were  an  equally  notable  example  of  the 
reduction  in  price  to  repeating  coils.  That  is  another  partic- 
ular device  we  use  in  telephone  apparatus. 

Q.     There  are  a  number  of  such  instances  ?     ' 

A.  There  are  a  number.  I  could  get  out  a  number  if 
you  wanted  them. 

By  Commissioner  Pennypacker: — 

Q.     What  was  the  difference  in  price  in  the  condenser? 

A.     I  do  not  recall  it. 

O.     But  there  was  a  reduction? 

A.     There  was  a  large  reduction. 

Mr.  Street:  It  ran  from  100%  to  150%.  As  there  are 
millions  of  condensers  sold  a  year,  that  would  be  some  hun- 
dreds of  thousands  of  dollars. 

By  Mr.  Swayze  : — 

O.  But,  as  a  matter  of  fact,  in  a  period  of  five  years, 
during  the  period  of  the  rise  in  the  cost  of  labor  and  material, 
the  reduction  in  your  prices  for  apparatus  to  the  Bell  oper- 
ating companies  was  approximately  a  million  and  a  half  dol- 
lars ? 

A.     Yes,  sir. 

O.  Please  give  a  statement  of  a  comparison  of  your 
prices  to  the  Bell  operating  companies  with  the  prices  you 
charge  to  the  non-Bell  companies. 

A.  Our  obligations  are  such — and  our  interpretation  of 
those  obligations — that  in  no  case  do  we  sell  to  anyone  at  less 
than  we  do  to  Bell  companies,  irrespective  of  quantity. 

By  Commissioxer  Johxson: — 

O.     Do  you  sell  at  a  higher  price  to  other  companies? 

A.  We  do.  sir,  depending  on  quantity.  If,  for  instance, 
a  man  comes  to  us  and  buys  one  desk  stand,  it  is  a  certain 
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price.  If  he  buys  one  hundred  desk  stan(J>  it  may  be  less, 
but  any  man  who  buys  one  hundred  gets  the  same  price. 

O.     You  have  the  same  scale  of  prices  tor  everybody? 

A.     Yes,  sir. 

O.     There  is  no  deviation  from  that? 

A.     No  deviation,  no,  sir.     We  ha\-e  a  fixed  price. 

O.  You  have  no  contracts  ettecting  special  prices  or 
resulting  in  special  prices? 

A.  Only  to  this  extent,  that  to  telephone  companies 
entering  into  a  standard  suppl\-  contract,  giving  us  all  the 
business,  we  sell  at  the  lowest  price. 

Bv  Mr.  Swavze  : — • 

O.     The\'  are  treated  as  a  favored  customer? 
A.     Yes,  in  that  sense.     Is  that  clear? 

By  Commissioner  Johnson: — 

O.     No,  not  quite. 

A.  If  a  customer  buys  one  desk  stand,  or  article,  from 
us,  the  price  is  so  much.  Our  regular  price  on  a  hundred 
of  those  may  be  somewhat  lower.  But  now  if  a  customer 
enters  into  a  contract  with  us  to  purchase  all  his  supplies 
from  us,  even  if  he  does  not  buy  a  hundred  desk  stands,  he 
will  still  get  the  lowest  price,  because  he  buys  all  lie  needs 
from  us. 

Bv  JNIr.  Swanze: — 

O.  That  is  whether  he  is  a  Bell  operating  company,  or 
a  non-Bell  ? 

A.     Or  a  non-Bell,  yes,  sir. 

Q.  Are  your  prices  lower  or  higher,  in  an\-  case,  lo  the 
Bell  companies  than  thev  are  to  other  companies? 

A.  They  are  as  low  as.  or  lower  than,  the  prices  to 
anyone  else. 

O.     That  is  in  all  cases? 

A.     All  cases. 

O.  Then  the  net  result  is  that  the  prices  to  the  ISell 
operating  companies  are  lower  than  to  other  cu'^tomers? 

A.     Absolutely. 
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O.  lla?  a  comparison  been  made  in  detail  as  to  the  ap- 
])aratiis  furnislied,  item  by  item? 

A.  It  has.  W'e  have  taken  all  material  purclmsed  by 
particular  Hell  companies  and  analyzed  it  item  by  item — not 
l)y  a  system  of  averages,  but  each  item  has  been  taken  and 
the  quantity  purchased  and  the  price  put  down,  both  our 
price  and  that  of  our  principal  competitors,  and  then  the 
total  has  been  found,  and  the  Western  Electric  Company 
prices  have  been  compared,  not  with  any  particular  manu- 
facturer, but  with  the  lowest  of  any  manufacturer.  Of  course, 
that  makes  a  more  drastic  comparison,  but  in  each  of  those 
studies  we  have  found  that  the  Western  Electric  Company 
prices  to  the  Bell  Company  were  lower  than  it  con!d  have 
purchased  the  total  amount  of  material  from  any  of  the  other 
manufacturers. 

Commissioner  Johnson:  That  is  equivalent  to  saying 
that  the  company  which  controls  }ou  is  selling  to  itself  cheaper 
than  it  does  to  anybody  else. 

]\Ir.  Swayze  :     Yes. 

The  Witness  :  But  we  sell  at  that  same  price  to  others, 
if  they  enter  into  a  contract  with  us.  We  have  such  contracts, 
you  understand. 

Mr.  Swayze:  The  other  side  of  it  is  that  the  Bell  Com- 
pany, by  virtue  of  this  ag'reement,  is  able  to  purchase  from 
the  Western  Electric  Company  cheaper  than  other  companies 
actively  competing  can  purchase  in  the  open  market,  or  cheaper 
than  the  Bell  Company  could  purchase  in  the  open  market. 

Commissioner  Joi-inson  :  I  understood  the  testimony  to 
be  that  the  Bell  Company  can  buy  of  the  Western  Electric 
Company  cheaper  than  it  can  buy  elsewhere. 

Mr.  Swayze:    Yes,  sir. 

Commissioner  Johnson:  But  I  do  not  understand  that 
it  has  been  testified  that  any  other  company  than  the  Belt 
Company  could  buy  of  the  \\'estern  Electric  Company  cheaper 
than  it  could  buy  of  any  other  electric  company. 

]\Ir.  Swayze:  It  has  been  testified.  Professor  Johnson, 
that  the  amount  of  business  done  by  the  \\'estern  Electric 
Company  with  other  than  Bell  companies  is  more  than  the 
amount  of  business  done  by  any  other  competing  manufactory 
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with  the  non-I5ell  companies,  and,  as  we  compete  with  them 
openly  in  tlie  market,  we  must  assume  that  there  was  some 
reason  why  they  would  purchase  of  us  rather  than  the 
Kellogg,  Dean  or  other  manufacturers  named  by  Mr.  Swope. 
By  Mr.  Sw^wze: — 

Q.  As  an  actual  matter  of  fact,  your  sales  to  non-Bell 
companies  were  equal  to  the  sales  of  two  manufacturers  com- 
peting with  you,  were  they  not,  in  total? 

A.  Yes,  sir.  Professor,  is  not  that  clear?  I  take  it  that 
we  are  selling,  in  open  competition,  to  companies  not  in  the 
Bell  System.  We  secure  a  certain  share  of  their  business,  at 
prices  which  undoubtedly,  as  far  as  they  are  concerned,  com- 
pare favorably  with  what  they  could  obtain  elsewhere.  Those 
prices  are  in  no  case  lower  than  we  sell  to  the  Bell  Company. 

Commissioner  Johnson:  Of  course,  we  are  looking  at 
it  from  different  angles.  It  looks  to  me  as  though  the  Bell 
Company  had  a  manufactiu'ing  company  for  the  purpose  of 
supplying  itself,  the  telephone  company,  at  a  very  low  rate, 
and  that  the  purpose  thereby  was  to  increase  its  ability  to 
occupy  the  telephone  field  against  other  operating  companies ; 
in  other  words,  to  obtain  a  monopoly  in  the  telephone  business. 
it  controls  and  develops  a  manufacturing  company.  That  is 
the  way  I  would  look  at  it. 

The  Witness:  ]\Iust  not  that,  then,  come  back  to  the 
public?  If  you  get  your  material  at  less  expense,  at  less  cost, 
your  investment  becomes  less  in  the  material  that  goes  into 
your  plant. 

Commissioner  Johnson:  If  the  piil)lic  regulates  the 
monopoly,  yes. 

Mr.    Sw^\YZE :      I   suppose  that   the  public   is   regulating 
the  monopoly,  or  we  would  not  be  here. 
By  Mr.  Swayze  :— 

O.  Xovi-  please  state  what  provision  is  made  between  the 
Bell  companies  and  the  Western  Electric  Company  to  provide 
the  Western  Electric  Company  with  information  as  to  the  re- 
quirements of  the  Bell  Company. 

A.  Toward  the  latter  part  of  each  year  the  Telephone 
Companv,  in  making  up  its  j^rogram.  for  the  coming  vear 
makes  up,   in  addition,  the  aj^iproximate  amount  of  material 
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tli;il  it  will  rc(|tiire  in  the  way  of  switchtoards,  cable,  copper, 
])olcs,  etc.  'J'liis  information  is  collected  first  from  all  the 
telejjhone  companies,  tabulated,  and  then  the  programme  of  the 
Western  l^^lectric  Company  is  made  therefrom,  in  regard  to 
its  manufacturinL;  facilities  for  turning  out  such  switchboards 
and  apparatus,  and  in  regard  to  the  contracts  that  it  makes 
with  suppliers  for  poles  and  cross  arms  and  copper,  etc.,  with 
that  fore-knowledge  of  what  those  requirements  will  be.  The 
telephone  companies,  at  the  same  time,  are  not  obligated  in 
any  sense  to  take  the  amount  of  material  that  they  have  speci- 
fied, because,  in  the  Bell  System  as  a  whole,  there  are  enough 
companies  who  take  more  than  their  requirements  to  ofifset 
those  comi:)anies  Vvho  take  less  than  their  requirements,  so 
that  it  comes,  as  a  total,  very  close  to  the  estimates,  though 
one  or  two  companies  may  be  quite  off  in  their  estimates,  some 
more,  some  less. 

O.  Rut  the  Western  Electric  Company  must  be  pre- 
pared to  supplv  that  demand  durin.g  the  coming  year? 

A.  It  must. 

Q.  And  does  it,  as  a  matter  of  fact,  come  up  to  the 
estimates?  Do  the  operating  companies  come  up  to  their 
estimates  ? 

A.  As  a  whole,  ves,  sir.  There  are  variations,  as  different 
conditions  arise  which  might  make  for  a  more  rapid  develop- 
ment in  a  particular  territory,  or  a  less  rapid  development 
in  a  ])articular  territory,  but,  as  a  whole,  they  come  very  close 
to  the  estimates. 

O.  Has  any  sturlv  l^een  made  of  a  comparison  between  the 
profits  of  the  Western  Electric  Company  and  the  profits  of 
other  manufacturing  companies? 

A.  Yes,  sir.  East  year  in  the  Wall  Street  Journal  an 
article  appeared  making  a  comparison  of  the  business  and  the 
net  profits  on  investment  of  the  five  largest  electric  companies 
in  the  world. 

Mr.  Swayze  oft'ered  the  extract  from  Wall  Street  Journal 
(  l'>bruary  12.  1*'1,S )  and  asked  that  it  be  marked  as  an  exhibit. 

( .\rticle  entitled  "I'nited  States  still  Pre-eminent  in  Elec- 
trical Manufacturing"  oft'ered  in  evidence  and  marked  Exhibit 
3-P..') 
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Q.  Please  state  generally  what  that  comparison  shows. 

A.  It  siiows,  first,  a  comparison  of  the  sales  of  these 
ditterent  companies,  the  Allgemeine,  the  General  Electric,  the 
Western  l^lectric.  the  Siemens  &  Halske,  and  Westinghouse. 
!t  furtlier  shows  the  capital  stock  and  interest  bearing  debt, 
the  surplus  and  reserves,  the  net  investment  of  each  of  these 
companies,  and  the  relation  of  the  sales  to  the  net  invest- 
ment. (  )n  the  second  page  it  shows  the  net  return  on  the  in- 
vestment that  those  various  companies  are  making,  in  which 
the  Tieneral  Electric  Company  for  this  particular  year,  of  the 
study,  was  10%  ;  the  Allgemeine  9.8%  ;  the  Siemens  &  Halske 
'KZyc  :  tlie  Western  Electric  7.8%,  and  the  Westinghouse 
3.9%.  ( )f  course,  it  must  be  taken  into  consideration  that 
the  Westinghouse  at  that  time  was  just  recovering  from  its 
reorganization  and.  therefore,  w-as  lower  than  normal.  The 
second  analysis  lielow  is  what  the  net  per  cent,  on  the  stock- 
hold«rs"  investment  was,  taking  out  the  bonds,  and  that  shows 
that  the  Western  Electric  Company  made  8.6%  on  the  stock- 
holders' investment. 

O.  \\  hat  is  the  capitalization  of  tlie  Western  Electric 
Comi^any  ? 

.\.  The  capital  stock  of  the  A\'estern  Electric  Company 
is  authorized  at  $2.^000,000.  and  $1.S ,000,000  issued. 

O.  Is  there  anv  bond  issue? 

A.  It  has  a  bond  issue  of  $15,000,000,  five  per  cents. 

O.  A\hat  is  the  provision  made  by  the  Western  Electric 
and  the  Bell  operating  companies  in  the  case  of  emergencies 
arising  from  storms,  floods  and  things  of  that  kind? 

A.  r>v  reason  of  having  these  contracts  with  so  many  of 
the  liell  operating  companies,  w-e  have  warehouses  located  in 
difl'crent  i);'.rls  of  the  country,  where  stocks  are  carried  for 
them,  and.  in  addition  we  carry  stocks  at  the  suppliers' 
factories,  from  whom  wc  i)urchase  such  supplies,  and.  in 
times  of  emergency,  such  as  the  recent  blizzard  in  New  York, 
we  draw  upon  those  emergency  stocks,  not  only  of  the  house 
that  is  serving  that  particular  telephone  company,  but  of  the 
houses  surrounding  it.  Eor  instance,  after  the  stocks  of 
New  ^^irk  are  exhausted,  we  draw  upon  the  stocks  of 
BuiTalo,    Boston,    Philadelpiiia,    Pittsburgh,    etc..    in    addition 
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drawing  r.pon  the  stocks  which  we  carry  at  the  various 
factories  of  the  suppliers,  carrying-  it  there  for  emergencies  of 
such  character. 

O.  Have  vou  a  statement  there  as  to  the  work  that  was 
done  during  the  late  heavy  snowstorm? 

A.  Yes,  sir. 

Q.  Will  you  please  state  that  generally,  showing  the 
amount  of  supplies  and  the  efforts  that  were  made  to  restore 
service? 

A.  On  Sunday,  March  1,  1914,  the  hlizzard  in  New  York 
and  the  northern  part  of  New  Jersey  was  particularly  severe, 
and  on  Sunday  and  Sunday  -uight  shipments  of  material, 
emergency  material,  for  instance,  like  emergency  cable,  began 
to  be  shipped  out.  We  shipped  it  on  passenger  trains,  and 
we  got  special  engines  to  carry  the  cars  to  the  places,  so  that 
the  emergency  cable  could  be  supplied  there  for  the  gangs, 
which  were  already  in  the  field  to  restore  service.  Later*  we 
secured  hard  drawn  copper  wire  from  the  factories  and 
brought  that  down  in  barges  from  Hastings,  on  the  Hudson, 
down  the  river,  as  we  could  not  get  any  railroad  service. 
Poles  were  shipped  from  different  points  in  New  York,  New 
Jersey,  Pennsylvania,  and  also  from  Toledo. 

O.  How  many  carloads  of  poles  did  you  ship? 

A.  We  shipped  about  250  carloads  of  poles  altogether. 

O.  How  many  poles  did  that  represent? 

A.  That  is  about  15.000  poles,  roughly. 

O.  Did  you  draw  from  any  place  except  your  eastern 
warehouses  ? 

A.  Oh.  yes,  we  drew  from  our  pole  yards  as  far  west  as 
Toledo,  Ohio.  We  have  pole  yards  in  diff'erent  places.  Bare 
copper  wire  we  shipped  over  10,000  miles  of — hard  drawn 
bare  copper  wire.  Of  emergency  cable  we  shipped  44  miles. 
Cross  arms  fifteen  thousand,  and  other  material  in  proportion. 
It  was  a  tremendous  volume  of  traffic  that  had  to  be  moved, 
and  not  only  that,  but  had  to  be  landed  at  destination,  which 
was  particularly  difficult  at  that  time  on  account  of  the  tie-up 
in  railroad  facilities. 

O.  Describe  some  of  the  difficulties  of  getting  material 
to  destination. 
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A.  For  instance,  in  New  York  we  arranged  to  have  a 
■car  go  through  the  Hudson  and  Manhattan  tunnels,  which 
ordinarily  do  not  carry  freight,  but  which,  on  account  of  the 
emergency,  took  a  car  to  Newark.  In  another  place  we 
hitched  a  car  onto  a  passenger  train  that  got  through  on 
Tuesday,  out  from  Morristown  to  the  Orange  Mountains.  In 
another  case  we  had  the  railroad  company  hitch  two  engines 
to  a  car,  to  get  through  a  particularly  difficult  part,  to  take 
a  car  of  material  to  another  point  on  the  Pennsylvania 
Division. 

O.  What  did  you  do  about  the  trucks  in  order  to  cart 
from  the  warehouse  to  the  railroad  stations  in  New  York? 

A.  We  not  only  used  all  our  own  trucks,  but  we  offered 
almost  any  prices  to  secure  additional  trucks,  which  on  Alon- 
day  was  almost  impossible. 

Q.  How  much  did  you  offer  for  trucks? 

A.  On  Monday  the  prices  of  trucks  were  fifty  dollars  and 
over.  It  was  not  a  question  of  price,  it  was  an  impossibility 
to  secure  them. 

Q.  You  went  as  high  as  a  hundred  dollars  for  a  truck 
on  Monday  of  the  storm,  did  you  not? 

A.  Yes,  sir. 

O.  You  sent  men  right  out  with  the  material? 

A.  Yes,  sir,  the  men  went  right  with  the  material  to  see 
that  it  was  delivered  at  destination.  W'e  did  not  depend  on 
the  ordinary  traffic  forces. 

O.  And  shipped  it  by  automobile,  from  everv  place  vou 
could  get  it  out  of? 

A.  Yes,  sir. 

O.  How  many  stations  were  out  of  service  at  that  time? 

A.  50,000  stations. 

O.  During  this  emergency  period,  did  you  keep  your 
warehouses  going  all  the  time? 

A.  We  had  three  shifts,  eight-hour  shifts,  going  dav  and 
night  during  that  period. 

O.  And  this  burden  of  supplying  material,  in  an  emer- 
gency like  the  storm,  was  recognized  as  the  burden  of  the 
Western  Electric  Company,  through  its  relation  with  the 
operating  companies  ? 
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A.  Yes,  sir,  and  there  is  an  important  point  that  I  would 
like  to  brin^-  in :  in  emergencies  such  as  this,  with  the  West- 
ern Electric  Company's  arrangement  with  the  telephone  com- 
l)anies,  it  means  not  only  that  they  can  secure  material, 
because  it  is  on  hand,  either  in  our  own  warehouses  or  the 
suppliers',  but  they  secure  it  without  any  addition  in  price ; 
whereas,  if  you  have  to  go  out  in  the  market  and  purchase 
material  at  such  times,  the  price  is  what  the  demand  will 
bring.  Under  these  conditions,  wdiere  our  contracts  are  al- 
ready placed,  our  prices  are  exactly  the  same  under  these 
abnormal  conditions  as  they  are  under  normal  conditions. 

O.  And  all  the  material  on  hand,  held  by  the  Western 
Electric  Company,  no  matter  where  it  is,  is  available  for  the 
storm  section? 

A.  Absolutely. 

Q.  Did  you  have  practically  that  same  experience  at  the 
time  of  the  Omaha  storm  ? 

A.  The  Omaha  cyclone  and  the  flood's  in  Dayton,  in  Ohio, 
which  extended  as  far  east  as  Wheeling,  \\e.si  Virginia,  and 
up  along  the  Ohio  to  Pittsburgh. 

Q.  And  the  Baltimore  fire  and  San  Francisco  fire? 

A.  They  are  all  instances  of  the  same  thing.  We  carry  at 
Hawthorne  a  complete  central  ofifice  switchboard,  alwa}'s  ready 
for  shipment. 

O.  Could  any  company,  such  as  the  Bell  Telej^hone  Com- 
pany, standing  by  itself,  meet  such  an  emergency  ? 

A.  No  one  Bell  company,  no  matter  how  large  it  is — 
and  this  is  the  largest  group — could  do  it  alone,  because  here 
we  are  drawing  upon,  not  only  the  resources  wliich  we  have 
for  that  particular  telephone  company,  but  we  are  drawing  on 
the  resources  for  the  entire  telephone  system.  For  instance, 
in  the  flood  in  Ohio,  where  it  was  impossible  even  to  move  our 
stocks  from  the  warehouses  in  the  flood  district,  we  brought 
in  material  from  the  houses  all  around  it,  from  Buffalo,  Pitts- 
burgh, Cleveland,  etc. 

0.  Is  it  necessary  for  the  operating  tele])hone  companies 
to  have  standard  apparatus? 

A.  In  such  an  instance  as  this,  again,  it  illustrates  that 
point,  that  the  apparatus  which  we  accumulate,  since  it  is  under 
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the  standard  specifications  of  the  engineering  department  of 
the  Bell  System,  can  be  used  in  New  York,  or  in  Boston,  or 
in  Philadelphia,  or  Chicago  territory,  with  equal  facility. 

O.  That  is  because  it  is  standardized  ? 

A.  That  is  because  it  has  been  standardized  and  produced 
under  the  same  specifications. 

O.  Have  you  a  map  showing  the  location  of  the  ware- 
houses? 

A.  Yes,  sir,  at  the  rear  of  the  room.  (The  map  was 
brought  forward.)  This  is  a  map  of  the  United  States,  show 
ing  first,  in  these  lines  (indicating),  the  divisions  of  the 
territory  of  the  various  telephone  companies,  and  the  red  lineL 
showing  the  divisions  of  our  service,  bv  our  warehouses.  Our 
main  factory  is  at  Hawthorne. 

Q.  Right  outside  of  Chicago? 

A.  Right  outside  of  Chicago,  yes,  sir.  These  various 
black  dots  such  as  at  Lima,  N.  Y..  Dollar  Bay,  Mich.,  and 
Ansonia,  Conn.,  represent  the  places  from  which  the  sup 
plies,  which  we  do  not  manufacture,  come,  and  the  study  was 
made  to  see  where  our  house  should  be  located,  where  the 
merchandise  could  be  collected  with  this  principle  in  mind :  that 
we  wanted  the  merchandise  to  reach  its  ultimate  destination 
with  a  minimum  of  re-handling.  So,  irrespective  of  telephone 
lines,  we  endeavored  to  locate  our  warehouses  so  as  best  tc 
cover  the  country,  with  that  point  in  mind.  The  main  ware 
house  was,  therefore,  established  in  Boston,  which  serves  thi^ 
territory  (indicating). 

O.   The  New  England  division? 

A.  The  New  England  division,  and  in  New  York  to  serve 
tlie  New  York  division ;  in  Philadelphia,  which  serves  this 
territory,  Pennsylvania,  and  \\'estern  New  Jersey;  a  ware- 
house at  Pittsburgh,  which  serves  the  western  end  of  Penn- 
sylvania and  the  eastern  end  of  Ohio,  and  so  on.  Possibly  that 
is  enough  to  give  an  idea  of  the  method  we  ha\e  used  in  reach- 
ing the  location.  It  might  be  of  interest  to  note  this,  as  a 
general  fact,  that  the  center  of  population  of  the  United  States 
is  here  (indicating),  in  the  central-western  end  of  Indiana; 
the  center  of  Bell  telephone  development  is  the  northern 
end  of  Indiana,  while  the  center  of  telephone  development, 
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Bell  and  other  than  Bell,  is  at  the  eastern  end  of  Illinois, 
right  opposite  to -it.  So  you  can  see  from  that  that  our  main 
source  of  supply  is  quite  near  the  center  of  telephone  develop- 
ment. 

O.  Tlavc  }ou  places  for  the  storage  of  poles? 

A.  We  have  }ards  for  the  storage  of  pples  near  where 
we  draw  from,  ^Minnesota  and  A\'isconsin  and  ^Michigan. 
Dr.luth  has  a  very  large  one,  where  we  draw  not  only  from 
Minnesota,  hut  from  across  the  border  in  Canada — the  cedar 
poles. 

O.  ^^'hat  investment  do  you  keep  in  poles? 

A.  The  in\-estment  in  poles  that  we  have  with  the  pole 
dealer  is  approximately  a  million  and  a  half  dollars  at  all 
times. 

O.  You  keep  an  investment  in  all  of  the  different  standard 
supplies  ? 

A.  Yes,  sir. 

O.  And  pole  yards  are  kept  here  in  the  State  of  Pennsyl- 
vania, so  as  to  supply  poles  to  Pennsylvania? 

A.  They  are,  yes,  sir.  In  the  eastern  end  of  the  United 
States  we  use  more  chestnut  poles  th.an  we  do  cedar  poles,  and 
that  supply,  of  course,  is  gathered  from  Jersey  and  Pennsyl- 
vania, this  district  here  (indicating). 

O.  Do  you  remember  the  fire  that  took  place  in  the 
central  office  at  Englewood,  New  Jersey? 

A.  No,  sir,  I  do  not. 

O.  Do  you  remember  any  instance  of  where  a  switch- 
board has  been  burned  out,  so  that  it  has  been  necessary  to 
rush  the  new  switchboard  in? 

A.  Oh,  yes,  sir;  Bangor,  ]\Ie.,  Baltimore.  ^Id.,  San  Fran- 
cisco. Cal.,  Birmingham,  Ala. — we  have  them  in  so  many 
places ;  of  course,  thev  are  larger  and  smaller. 

O.  In  those  instances  how  did  you  supply  switchboards  ? 

A.  As  I  said  a  moment  ago,  we  carry,  at  our  main  plant 
near  Chicago,  a  switchl:)oard  completely  packed,  with  all  its 
parts,  ready  for  immediate  shipment,  right  next  to  the  rail- 
road track,  and  the  moment  we  hear  of  anv  necessity,  it  is 
loaded  on  an  express  car  and  shipped  out  with  our  men.  and 
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they  install  it.  We  have  been  able  to  restore  service,  de- 
pending on  the  size  of  the  plant,  within  24  hours. 

O.  You  have  been  able  to  have  a  new  switchboard  in 
and  restore  service  before  the  old  switchboard  had  stopped 
smouldering,  have  you  not? 

A.  Pretty  nearly. 

O.  Take  up  the  relationship  from  the  supply  side, 
where  you  act  as  a  jobber. 

A.  Before  the  contract  relationship  or  after? 

O.  After  the  contract  relation  of  1901.  Explain  how 
that  contract  had  its  inception,  shortly,  and  then  follow  it 
through. 

A.  In  1901,  as  I  stated  before,  ]\Ir.  Spencer,  then  gen- 
eral manager  of  the  Bell  of  Philadelphia,  took  up  with  our 
officers  the  question  whether,  on  account  of  our  organiza- 
tion and  our  large  business  in  line  material  and  supplies,  we 
could  act  efficiently  as  their  purchasing  agent  and  store- 
keeper, and  they  decided  to  try  it  out.  The  contract  was 
made  in  April,  1901,  and  was  based  upon  these  ftmdamen- 
tals :  first,  that  the  \\'estern  Electric  Company  was  to  act 
as  the  purchasing  agent  of  the  Bell  of  Philadelphia,  and 
purchase  for  it  all  of  its  requirements.  It  was  to  be  reim- 
bursed for  that  service  on  a  cost  not  greater  than  the  aver- 
age which  the  Bell  itself  had  paid  during  the  preceding  year 
— in  other  words,  we  must  seek  our  profit  by  reducing  their 
costs — and  they  were  to  allow  us,  in  addition,  $8,000  for 
the  rent  of  a  storeroom.  That  contract  continued  for  two 
years. 

In  1903  a  new  contract  was  entered  into  with  the 
Bell  of  Philadelphia.  The  progress  of  the  work  had  been 
entirely  satisfactory  in  the  meanwhile,  but  the  Western 
Electric  Company  then  realized  that  they  could  do  it  more 
economically  than  those  standards  implied  which  had  been 
first  set,  and  so  the  Western  Electric  Company  undertook 
to  do  all  of  that  work,  and  its  compensation  was  to  be  2% 
above  co'^t  for  the  merchandise  which  it  bought  and  sold  to 
the  telephone  company,  and.  in  addition,  it  was  to  be  reim- 
bursed 6%,  which  was  to  cover  interest  on  the  investment 
which  it  carried  and  the  cost  of  wareliousing,  shipping  and 
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receiving-,  6%  being  obtained  as  the  expense  of  doing  that 
business  which  the  Bell  itself  had  in  turn  done  prior  to  this 
coiitract.     That  contract  lasted  until  1912. 

The  contract  with  the  Bell  of  Philadelphia  was  the 
first  of  this  kind,  but  during  this  period  the  Western  Elec- 
tric Company  made  similar  contracts  with  various  tele- 
phone companies  throughout  the  United  States.  Some  saw 
the  advantages  earlier  than  others  and  made  that  contract 
earlier  than  others ;  some  did  not  make  it  for  some  years 
after  that. 

In  1912  again  the  contract  was  modified,  again  mak- 
ing it  more  economical  for  the  telephone  company,  and  the 
basis  of  that  contract  Vv'as  the  following :  the  Western 
Electric  Company  manufactures  were  on  the  same  basis  as 
theretofore,  that  is,  they  Vv-ere  to  be  sold  to  the  Bell  Com- 
pany as  low  as  to  the  lowest  favored  customer  other  than  the 
Bell,  and  at  prices  uniform  to  all  Bell  companies.  Cable  we 
were  to  manufacture  and  sell  to  them  at  8%  above  cost.  In 
the  above  arrangement  it  had  been  12^4%  above  cost.  Other 
supplies,  which  we  bought  and  sold,  were  to  be  paid  for  with 
varying  percentages,  depending  on  whether  they  came  through 
our  warehouse  or  went  direct  to  the  field  from  the  factory. 
For  instance,  on  hard  drawn  copper  wire  that  was  shipped 
from  the  factory  to  Harrisburg  and  used  here,  we  would  get 
1%  commission;  if,  however,  it  came  to  Philadelphia,  was 
re-stored  there  and  then  shipped  out  again,  we  would  get 
5%,  because  warehousing  was  there  involved.  On  other 
material,  such  as  cross  arms  and  pole  line  hardware. 
we  were  to  receive  4%  on  the  cost,  if  it  was  shipped  direct, 
and  6%  if  it  was  shipped  through  warehouse,  cost  being  inter- 
preted to  mean  the  net  cost  after  all  commissions,  rebates, 
cash  discounts,  etc.,  were  deducted.  The  Western  Electric 
Company  must  seek  its  profit  through  these  various  percent- 
ages which  I  have  mentioned,  which  must  be  sufficient  to  pay 
the  expense  of  conducting  the  business  and  then  leave  v.hat- 
ever  is  over  for  net.  No  such  percentages  were  to  be  had  on 
the  Western  Electric  manufactures ;  thev  were  to  be  absorbed 
by  the  company,  as  the  manufacturer.  That  contract  is  still 
in  efifect  for  the  Bell  of  Pennsvlvania. 
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O.  From  the  making  of  the  experimental  contract  with 
the  Bell  of  Philadelphia  in  1901,  to  the  present  time,  have 
you  acted  as  their  purchasing  agent? 

A.  We  have  acted  as  the  purchasing  agent  of  the  Bell 
of  Philadelphia  since  that  time. 

O.  And  they  have  given  up  their  warehouses  and  their 
purchasing  agent  department? 

A.  Yes,  sir ;  we  have  acted  as  their  purchasing  agent 
and   storekeeper  entirely. 

O.  Was  that  contract  extended  to  other  operating  com- 
panies? 

A.  Other  operating  companies,  as  I  said,  have  come 
in  from  time  to  time.  The  last  companies  of  the  Bell  System 
to  come  in  under  that  contract,  came  in  during  the  summer 
of  1913. 

O.  Could  an_\-  of  the  Bell  companies  stay  out  from  under 
that  contract? 

A.     Certainly. 

O.  And  some  of  them  did  actually  sta}'  out  from  under 
it? 

A.  Certainly  they  did.  until  last  year,  as  I  said.  It 
took  a  period  of  twelve  years  for  all  of  them  to  come  in. 

O.  Can  you  state  the  experience  at  St.  Louis  of  a  com- 
pany that  stayed  out  from  under  the  contract? 

A.     Yes,  sir.     A\'e  had  a  contract  with  the  Bell  of  Mis- 
souri,   with    headquarters    at    St.    Louis.      There    were    some 
changes   in   management,   where   the   directors   did   not   think 
it  wise  to   continue   the   contract   with   the   ^^'estern   Electric 
Company,  and  they  canceled  this  contract.     The  contract  is 
subject  to  cancellation  at  a  year's  notice  by  either  party,  or 
without  notice  by  mutual  consent,  and  they  so  cancelled  the 
contract.     A  year  later  a  new  Board  of  Directors  came  into 
control  of  that  company,  and  they  decided  to  renew  the  con- 
tract.    During  the  period  when  the  telephone  company  was 
operating  outside  of  the  contract,  they  still  continued  to  pur- 
chase from  us,  but  on  a  purely  and  simply  competitive  basis. 
What  apparatus  v/e  could  furnish  at  a  price  which  compared, 
in  their  minds,  favorably  with  others,  we  secured,  aufl  what 
we  did  not,  that  we  did  not  secure;  but.  notwithstanding  that. 
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we  secured  in  that  year,  under  the  competitive  conditions,  a- 
lar.qe  majority  of  their  business,  and  we  secured  a  higher 
profit  than  we  did  under  the  contract.  The  telephone  com- 
pany raised  the  question  that  they  wanted  to  enjoy  the  same 
prices  as  they  had  prior  thereto,  and  we  answered  that  we 
could  not  afford  to  do  that,  because  now  we  had  to  solicit 
their  business  and  make  bids  upon  it,  and  we  were  entitled 
to  wdiatever  profit  we  could  secure  from  business  of  that 
nature  ;  and  we  did  so  secure  an  excess  profit,  which,  at  the 
end  of  the  year,  we  figured  up,  and  it  amounted  to  several 
per  cent,  on  the  amount  of  the  business  that  they  had  done 
with  us. 

O.     Do  you  know  what  it  was  in  terms  of  dollars? 

A.  In  terms  of  dollars  it  was  upwards  of  eight  hundred 
thousand  dollars  excess,  more  than  they  would  have  paid 
under  the  contract. 

O.  Do  you  make  this  contract  with  any  other  than  Bell 
operating  companies  ? 

A.  We  have  this  contract  in  effect  with  the  AA'estern 
Union  Company,  and  with  a  number  of  companies — 43  com- 
panies— outside  of  the  Bell  operating-  companies,  in  17  of 
which  the  Bell  has  no  voting  power  whatsoever,  in  25  of 
which  they  ha^■e  voting  power  and  a  majority,  and  in  4  of 
which  they  have  voting  power  but  a  minority.  That  is  the 
analysis. 

O.     How  many  telephone  stations  does  that  represent? 

A.     Those  companies  represent  161,000  stations,  in  total. 

O.  They  have  the  contract  relation  by  which  they  get 
the  prices  to  the  favored  customer? 

A.     Yes,  sir. 

Q.  As  time  has  gone  on  and  different  Bell  operating 
companies  have  come  in  under  this  supply  contract,  you  have 
centralized  your  purchasing? 

A.     Yes,  sir. 

O.     And  your  warehousing? 

A.     Yes.  sir. 

O.  So  that  you  are  now  practically  buying  all  the  sup- 
plies for  the  Bell  operating  companies? 
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A.  And  these  companies  who  have  since  come  under 
contract,  yes,   sir. 

O.  Can  you  tell  about  what  proportion  of  the  total 
business  that  you  do  with  the  Bell  operating  companies  is 
done  under  the  supply  contract? 

A.     It  is  practically  lOO^f .  if  I  understand  your  cjuestion. 

O.  Xo ;  your  manufacturing  contract  represents  part  of 
the  S51,000,C00  of   sales  to  the  Bell  operating  companies? 

A.     Yes,  sir. 

O.  Do  you  know  how  much  of  it  is  under  the  supply 
contract,  for  the  stutt  that  you  do  not  manufacture? 

A.     Oh ;  about  40%  of  it ;  that  is,  roughly. 

O.  What  do  you  do  in  regard  to  the  supervision  of 
stocks  on  hand,  of  the  operating  companies? 

A.  At  each  house  we  keep  a  very  careful  supervision 
of  the  amount  of  merchandise  that  we  carry,  not  only  in 
our  own  warehouses,  but  also  that  which  the  telephone  com- 
panies find  it  necessary  to  carrv  in  the  field,  and  our  constant 
effort,  without  impairing  the  service,  is  to  reduce  that  mer- 
chandise on  hand.  During  the  last  year,  in  the  progress  of 
this  work,  the  merchandise  investment  of  the  Bell  System  in 
this  way  was  reduced  from  about  $20,000,000  to  about  ^16- 
000,000.  Notwithstanding  the  increase  in  the  number  of  sta- 
tions, the  amount  of  merchandise  per  station  was  less. 

Q.  You  are  continually  reducing  the  amount  of  mer- 
chandise carried  by  the  operating  Bell  companies^ 

A.     Yes,  sir. 

Q.  Have  you  a  comparison  as  to  the  merchandise  carried 
by  the  operating  Bell  companies,  as  compared  with  other  com- 
panies? 

A.  I  have  a  statement  of  the  merchandise  that  is  carried 
by  the  various  Bell  companies. 

O.  Reduced  to  what  basis? 

A.  Per  station,  if  vou  wish  it,  or  in  dollars.  Eor  instance, 
to  give  }  ou  the  Bell  of  Pennsylvania :  the  Bell  of  Pennsylvania 
are  carrying  merchandise  to  the  extent  of  SI.  10  per  station, 
which  is,  in  dollars.  $553,000;  and  the  Western  Electric  Com- 
pany at  the  same  time  has.  for  the  Bell  of  Pennsylvania  exclu- 
sively, $'')16  000  worth  of  merchandise,  or  SI. 22  per  station. 
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(j.  Would  il  be  necessary  for  the  Bell  of  Pennsylvania  to 
carry  the  merchandise  which  is  now  carried  by  the  Western 
Electric  Company,  if  it  were  doing  its  own  warehousing? 

A.  Not  only  that  but  more,  because,  as  I  pointed  out  a 
moment  ago,  if  they  depended  on  themselves  alone,  they  would 
have  to  carry  larger  stocks,  to  guard  against  just  such  emer- 
gencies as  have  recently  arisen,  where,  instead  of  drawing  on 
the  Philadelphia  stocks,  we  drew  upon  our  New  York  stocks 
and  Pittsburgh  stocks,  etc. 

O.  Have  you  made  an  investigation  as  to  the  amount  of 
stock  on  hand,  carried  by  electric  companies  other  than  tele- 
phone companies  ? 

A.  The  only  data  that  I  have  is  that  published  by  the 
Public  Service  Commission  of  the  State  of  New  York.  For 
41  electric  light  companies,  with  an  operating  revenue  of  $25.- 
000,  or  over — which  meant  a  total  operating  revenue  of  about 
$10,000.000 — they  carried  an  investment  in  merchandise  of 
$7.58  per  consumer,  the  consumer  being  the  nearest  standard 
to  a  station  that  we  'had.  The  same  figure  compares  with  the 
Bell  of  Pennsylvania,  their  investment  being  $1.10  per  station. 

By  Commissioner  Tone: — 

Q.  How  much  gross  investment  did  they  have  in  mer- 
chandise? 

A.     The  Bell  of  Pennsylvania? 

Q.  No,  the  lighting  companies  in  New  York. 

A.  $549,000.  ^ 

By  Commissioner  Johnson: — 

O.  Would  a  large  city  be  a  consumer  in  that  schedule? 

A.  Yes,  sir.  one  consumer. 

O.  It  would  count  as  one  consumer? 

A.  Yes,  sir — it  depends  on  whether  the  city  makes  the 
contract  as  one,  or  the  departments  make  the  contract. 

By  Mr.  Swayze  : — 

O.  Plave  you  also  an  investment  in  receivables  in  Penn- 
sylvania ? 

A.  "S'cs.  sir.     Our  standard  terms  of  payment,  with  the 
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Bell  of  Pennsylvania  and  with  the  various  telephone  com- 
panies under  contract,  are  that  the  bills  shall  be  paid  30  days 
after  the  delivery  of  statement,  and  our  statement  for  the 
month's  supplies  is  usually  delivered  on  the  31st  of  the  month  : 
so  that  means  that  we  carry  an  investment  in  receivables  of 
about  45  days,  on  the  average. 

0.  \\  hat  is  the  in\estment  in  receivables  for  the  Bell  of 
Pennsylvania  ? 

A.  It  is  almost  a  million  dollars  on  an  average ;  not  quite. 
The  amount  of  material  that  we  sold  to  the  Bell  Company 
net  was  $6,251,000. 

Q.  Does  that  include  an  investnient  in  warehouses  and 
buildings? 

A.  No,  that  is  only  receivables.  In  addition,  of  course, 
we  have  an  investment  in  our  buildin;^s  at  Pittshur^^h  and 
Philadelphia. 

Bv  Commissioner  Johnson: — 

O.  Where  is  your  Philadelphia  building? 
A.  At  Eleventh  and  York. 

By  ]\1r.  Swayze: — 

Q.  ^'our  statement  of  stock  on  hand,  receivables  antl 
buildings — does  that  apply  to  The  Central  District  Telephone 
Company  as  well  as  the  Bell  of  Pennsylvania  ? 

A.  Yes,  sir,  it  includes  the  Bell  of  Pennsylvania,  so- 
called. 

O.  Includes  the  two  companies  in  Pennsylvania? 

A.  Yes,  sir. 

O.  What  provision  is  made,  as  between  the  Western 
Electric  Company  and  the  operating  Bell  companies,  as  to 
disposition  of  used  material,  and  of  material  that  is  no  longer 
available  ? 

A.  All  material  coming  out  of  the  plant  is  taken  over  b\ 
the  \\'estern  Electric  Company  on  two  different  bases.  That 
merchandise  which  can  be  used  again  is  taken  back  at  full 
value.  .For  instance,  if  a  subscriber  is  disconnected  and  such 
a  desk  stand  as  I  have  referred  to  here  comes  out,  it  is  brought 
back   to   us   and    we   credit   the   tele])bcne   compan\-    with   the 
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price  they  paid  for  it,  $1.50.  If  it  needs  re-finishing,  we 
do  this  re-finishing  and  charge  them  therefor  at  cost,  or 
as  nearly  cost  as  we  can.  The  idea  is  not  to  make  a  profit 
on  it.  it  is  to  cover  the  interest  on  the  investment  and  all  the 
expenses  we  have  incident  to  the  repairing  of  the  instrument. 
Those  pieces  of  apparatus  which  cannot  be  used  again  within 
a  reasonable  period  we  allow'  a  certain  value  for,  which  is 
predetermined  in  consultation  with  the  engineers,  and  take  over 
the  investment  in  it,  then  shipping  it  to  Hawthorne  to  be  made 
over  into  other  apparatus,  or  to  be  used  in  other  territory 
where  such  material  is  still  being  used.  You  understand,  par- 
ticularly in  the  East,  where  the  telephonic  development  is 
ra])id.  that  apparatus  is  constantly  coming  out  which  is  per- 
fectly good  and  usable,  which  has  been  replaced  by  better  ap- 
paratus, but  which  is  still  serviceable  in  communities  which 
have  not  gotten  along  as  far  in  their  development,  and  Vvhich 
we,  therefore,  aim  to  make  over  and  put  in  good  shape  and 
dispose  of  to  other  telephone  companies  for  such  communities. 

O.  Who  carries  the  investment  for  that  sort  of  appar- 
atus ? 

A.  The  Western  Electric  Company.  We  take  it  over 
from  the  telephone  company  in  toto. 

O.  Did  you  find,  from  an  examination  of  the  stock  on 
hand  for  the  telephone  companies,  that  there  w-as  any  con- 
siderable amount  of  that  sort  of  apparatus  which  had  to  be 
handled  elsewhere  ? 

A.  In  the  experience  of  making  contracts  with  the  vari- 
ous telephone  companies,  we  have  not  found  any  exception 
to  the  fact  that  we  have  taken  over  merchandise  which  they 
had  accumulated,  like  any  public  service  company  has  in 
other  lines  of  business  also,  stocks  of  merchandise  which 
they  had  taken  out  of  plant,  and  which  were  kept  with  the 
thought  of  using  them  at  some  later  day;  but,  since  their 
field  of  use  is  much  narrower,  being  confined  to  particular 
territory,  that  use  has  been  long  deferred,  and,  bv  taking 
over  those  stocks  and  being  able  to  use  them  in  other  terri- 
tory, we  have  been  able  to  make  them  move  more  rapidlv. 

O.  How  about  telephone  switchboards  manufactured  by 
other  than  the  Western  Electric  Companv? 
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A.  That  has  been  another  quite  large  problem,  in  which 
we  have  been  able  to  be  of  assistance.  In  a  numl:)er 
of  instances  the  telephone  companies  have  acquired  proper- 
ties with  other  kinds  of  switchboards,  and  sometimes  they 
have  been  replaced  by  later  and  more  up-to-date  switch- 
boards. Our  most  successful  method  has  been  to  take  these 
switchboards  and  dispose  of  them  to  other  companies  who 
are  using  the  same  character  of  switchboard,  and  who  need 
additions  to,  or  replacements  of,  those  switchboards. 

O.  You  have  a  market  for  that  class  of  material  with 
customers  that  are  not  Bell  operating  companies? 

A.  To  a  certain  extent,  yes,  sir;  but  also  among  Bell 
companies  who  are  operating  such  plants. 

O.  Do  you  operate  repair  shops? 

A.  We  operate  repair  shops  at  our  larger  warehouses, 
such  as   Philadelphia,  New  York,  etc. 

O.  And  you  do  repair  work  for  the  operating  companies 
and  relieve  them  of  that  luirden,  do  you? 

-A.  We  do  the  repair  work  for  the  operating  companies, 
the  minor  repairs  at  the  place  itself,  the  larger  and  major  re- 
pairs being  sent  to  the  factory. 

Q.  During  this  whole  period  of  this  relationship,  please 
state  whether  or  not  an  effort  has  been  made  to  standardize 
the  apparatus  that  is  used  by  the  Bell  operating  companies. 

A.  Oh,  yes,  that  has  been  running  throughout  this  en- 
tire period  of  close  co-operation  between  the  engineers  of 
the  telephone  company  and  engineers  of  the  Western  Elec- 
tric Com]:)any.  to  standardize  apparatus. 

O.  Are  you  now  carrying  on  experiments,  in  your 
laboratories  and  work  shops,  for  the  improvement  of  the 
material  used  by  the  telephone  companies,  and  of  the 
apparatus? 

A.  Constantly. 

Q.  Did  you  make  a  profit  from  this  contractural  rela- 
tion right  from  the  beginning? 

A.  No,  sir.  In  almost  each  instance,  in  taking  over  the 
purchasing  and  supply  department  of  the  telephone  com- 
panies, in  the  re-organization  there  has  always  been  a  period 
Avhere  we  have  lost  monev.     Usuallv  we  have  been  able  to 
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work  out  the  problem  of  reducing  our  expenses  so  as  even- 
tually to  make  some  money  in  it.  The  profit  that  we  make 
on  the  supply  contract  is  a  very  small  one. 

O.  Do  you  make  the  same  profit  in  every  place? 

A.  No,  sir;  that  varies  with  the  locality  and  it  varies 
from  year  to  year.  For  instance,  we  have  had  the  experience 
where  a  telephone  company,  on  account  of  financial  condi- 
tions or  something  else^  has  decided  not  to  do  any  work  in 
that  particular  territory.  Of  course,  in  those  times  we  can- 
not make  any  money,  because  there  is  no  business  to  be 
done  with  ihem,  but  we  have  to  carry  the  investment  and 
have  to  maintain  our  warehouses.     A\'e  take  that  risk. 

Q.  Are  the  operating  telephone  companies  allowed  tc 
buy  from  other  than  the  Western  Electric  Company? 

A.  They  are.     They  can  direct  us  where  to  purchase. 

O.  Do  they  direct  you  to  purchase,  in  any  cases,  else- 
where than  from  the  Western  Electric  Company? 

A.  .They  do. 

O.  Have  The  Bell  Telephone  Company  of  Pennsylvania 
or  The  Central  District  Telephone  Company  ever  done  that? 

A.  Both  of  them  have. 

O.  And.  under  the  contract,  you  must  make  such  pur 
chases? 

A.  A\  e  must  make  such  purchases  for  them  as  thev  direct 

By  Commissioner  Tone: — 

O.  Do  you  charge  any  interest  on  any  purchases  made: 
A.  A\  e  do  not  charge  interest;  we  simply  make  that  serv- 
ice charge  that  I  spoke  of  before.  If.  for  instance,  the> 
directed  us  to  buy  a  switchboard  from  the  Kellogg  Company, 
we  would  sell  it  to  them  at  the  price  we  bought  it,  plus  47c- 
If  they  asked  us  to  buy  cable  from  the  Standard  Under- 
ground Company,  we  would  purchase  it  and  ship  it  to  them  and 
charge  them  1%  in  addition  to  the  cost.  That  must  include 
interest  on  the  investment  and  profit  and  expense — I  mean, 
that  must  cover  that. 

Bv  Mr.  Swavze  : — 

O.  Please  state  wbat  you  do  as  to  the  distribution  from 
your  warehouses  to  the  Bell  operating  companies. 


Gerard  Swopc.  847a 

A.  That  varies  with  different  telephone  companies,  but, 
with  the  Bell  of  Pennsylvania,  at  Philadelphia,  the  telephone 
company  gives  us  a  record  of  the  character  of  equipment  that 
is  to  go  to  each  of  the  subscribers  that  they  have  secured  that 
day,  and  we  get  such  equipment  ready,  for  instance,  like  a 
desk  stand  tliat  you  have  there,  transmitter  and  receiver, 
equipped  with  its  cords  and  directory ;  we  wrap  it  up  and  then 
have  it  marked  and  ready  for  being  placed  on  the  wagons,  and 
it  is  called  for  and  sent  to  the  destination,  where  their  own  men 
come  and  install  it. 

Bv   COMMIS.SIONER  JOHXSON  : 

Q.  The  General  Electric  Company  does  not  sell  telephone 
apparatus,  does  it? 

A.  It  does  not,  no,  sir. 
•      O.  That  is  also  true  of  the  Westinghouse? 

A.  That  is  true  of  the  Westinghouse. 

Q.  So,  of  the  five  large  electrical  companies  listed  in  the 
exhibit  submitted,  the  Western  Electric  Company  is  the  only 
one  that  supplies  telephone  apparatus? 

A.  No.  Siemens  &  Halske  are  large  manufacturers  of  tele- 
phones. 

O.  That  is  the  German  company? 

A.  Yes,  sir.  Those  were  simply  taken  as  the  five  largest 
electrical  manufacturers,  not  necessarily  of  telephonic  appar- 
atus. 

O.  Would  that  be  true  of  the  Allgemeine? 

A.  The  Allgemeine  make  telephone  cables,  but  no  tele- 
phone apparatus. 

Bv  Mr.  Swayze: — 

O.  You  have  business  places  all  over  the  world,  have  you 
not  ? 

A.  \\'e  either  have  them  ourselves,  or  are  connected  with 
companies  that  have  them,  with  whom  we  are  in  intimate  re- 
lation. 

O.  Do  you  sell  in  Asia  as  well  as  Europe? 

A.  We  sell  in  Asia, — China — in  every  continent  and  in 
everv  country.     Telephone  apparatus  that  has  been  developed 
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in  the  I'nitcd  States  is  generally  recognized  as  standard  in 
Europe  with  the  g-overnments,  and  government  administrations 
are  often  coming  over  here  and  seeing-  what  has  been  done,  and 
I  think  it  has  been  quite  generally  said  in  their  statements  that 
the  great  reason  for  their  being  able  to  bring  about  that  de- 
velopment in  America  is  the  close  relation  between  the  operat- 
ing compaii}-  and  the  engineering  and  manufacturing  depart- 
ments, that  they  are  working  in  close  relation  to  develop  some- 
thing which  is  best  suited  to  the  operating  needs. 

O.  Can  a  centralized  purchasing  and  distributing  depart- 
ment, such  as  is  operated  by  the  Western  Electric  Company,  be 
carried  on  cheaper  than  it  could  by  each  operating  telephone 
company  ? 

A.  I  think  that  is  quite  generally  admitted,  that  the  econo- 
mies resulting  from  combined  purchasing  power  are  quite  clear. 
W'e  have  been  able  to  demonstrate  that  in  almost  every  case. 
There  has  not  been  a  telephone  company  Avith  which  we  have 
entered  into  contract,  where  we  have  not  been  able  to  purchase 
the  supplies  at  prices  lower  than  thev  had  previously  been 
purchas-ing,  and  usually  more  than  sufficient  to  pay  us  a  com- 
mission for  handling  and  still  make  a  net  saving. 

O.  Elas  it  been  true,  in  your  experience,  that  you  have 
i^een  able  to  purchase  cheaper  than  the  operating  Bell  compan- 
ies could  purchase? 

A.  Yes,  sir.  Usually  we  have  had  to  demonstrate  that 
before  they  would  give  us  the  contract. 

O.  Are  your  books,  under  the  supply  contract,  open  to 
the  Bell  operating  companies  to  examine? 

A.  Oh.  absolutely.  In  fact,  they  constantly  check  our 
prices  to  them.  An  auditor  goes  over  our  prices,  to  see  that 
we  charge  them  in  accordance  with  the  contract,  and  our 
books  are  constantly  open  for  their  inspection  and  supervi^^ion. 

Bv  CoMMissroxER  Pexxypacker: — 

O.  You  could  not  very  well  help  it,  since  they  have  a 
majority  of  the  stock,  could  you? 

A.  Of  course,  you  must  make  this  distinction,  that  the 
Bell  of  Pennsylvania  ha\-e  not  a  majority  of  our  stock.  They 
are  two  corporations,  both  controlled  by  the  same  company. 
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but  that  other  company  is  the  American  Telephone  &  Tele- 
graph Company. 

Mr.  Swayze:  It  might  well  be  that  the  American  Tele- 
phone &  Telegraph  Company  would  check  up.  The  point  I 
want  to  bring  out  is  that  the  operating  company  itself  could 
go  in  and  check  up,  at  any  time. 

By  Mr.  Swayze  : — 

Q.  In  the  distribution  of  your  supplies,  how  do  you  handle 
wire  and  poles,  as  to  where  you  deliver  them  for  the  operating 
companies  ? 

A.  We  deliver  them  in  two  ways :  if  it  is  going  to  be  a 
large  construction  work,  undertaken  in  the  field,  they  go  direct 
from  factories  or  yards  to  place  of  use ;  or,  secondly,  we  carrv 
stocks  at  our  warehouses,  and  make  shipments  from  there  to 
points  of  use. 

O.  Are  you  having  a  comparison  made  between  the  prices 
for  the  materials  supplied  to  the  Bell  of  Pennsylvania  and  the 
Central  District  Company  for  the  years  1912  and  1913? 

A.  It  is  in  process. 

Q.  You  were  unable  to  complete  that  for  this  hearing? 

A.  Yes,  sir. 

!Mr.  Swayze  :  If  the  Commission  will  allow  me,  I  would 
like  to  file  that  as  an  exhibit  at  some  future  hearing. 

I  would  like  to  file  as  an  exhibit  a  copy  of  the  Western 
Electric  Company  report  to  stockholders,  of  December 
31,  1913. 

("Report  to  Stockholders  of  ^^'estern  Electric  Company 
for  the  Year  ending  December  31,  1913"  oft'ered  in  evidence 
and  marked  Exhibit  3-C.) 
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I  would  like  to  hold  "Exhibit  3-D"  for  that  comparison 
table  of  prices,  to  be  hied  later. 
By  Mr.  Swayze  : — 

Q.  Plas  the  relation  of  the  Western  Electric  Company  and 
the  American  Bell  Company  been  taken  up  and  discussed  by 
engineers  and  experts,  and  commissions? 

A.  Yes,  sir,  and  the  relations  of  the  Western  Electric 
Company  and  the  operating:  companies  under  contract  have 
also  been  subject  to  scrutiny. 

Q.  Will  you  please  just  give  us  a  general  resume  of  that. 
A.  One  of  the  first  places  where  it  came  up  was  in 
Chicago,  where  the  question  arose  as  to  the  regulation  of  rates 
of  the  Chicago  Telephone  Company  by  the  Board  of  x\lder- 
men,  and  D.  C.  Jackson,  Professor  of  Electrical  Engineering 
at  the  Institute  of  Technology  now,  was  the  consulting  en- 
gineer.    1  only  read  from  his  report  a  paragraph: 

"Consideration    of    the    contract    with    the    Western 

Electric  Company  is  a  delicate  question, " 

I  would  like  to  preface  this  remark  by  saying  that  all  of 
the  investigators  who  have  started  to  look  into  this  contract 
relation  between  the  Western  Electric  Company  and  the  tele- 
phone company  have  recognized  at  the  beginning  that  it  was 
a  delicate  question,  on  account  of  the  stock  ownership  in  both 
companies.  In  Chicago  the  American  Bell  Telephone  Com- 
pany owned  and  controlled  both  the  Western  Electric  Com- 
pany and  the  Chicago  Telephone  Company : 

"Consideration  of  the  contract  with  the  Western 
Electric  Company  is  a  delicate  question,  because  we  under- 
stand that  the  American  Bell  Telephone  Company  owns 
a  controlling  interest  in  both  the  Chicago  Telephone  Com- 
pany and  the  Western  Electric  Company.  We  have 
therefore  scrutinized  the  contract  between  the  Chicago 
Telephone  Company  and  the  Western  Electric  Company 
with  much  care.  This  is  a  contract  wdiich  makes  the 
Western  Electric  Company  the  purchasing  agent  for  the 
Chicago  Telephone  Company  under  certain  conditions 
which  seem  to  us  to  be  reasonable  and  to  the  advantage 
of  the  Chicago  Telephone  Company.  The  W^estern 
Electric  Company  is  a  large  manufacturer  of  electrical  ap- 


Cera  I'd  Sivope.  851a 

paratus,  and  tlierefure  a  large  user  for  itself  of  copper 
wire  and  of  other  materials  needed  by  the  Chicago  Tele- 
phone Company.  wJiich  makes  it  a  purchaser  that  is  able 
to  gain  the  best  market  prices  for  large  purchases. 

"The  Western  Electric  Company  is  also  the  purchas- 
ing agent  of  other  Bell  Telephone  operating  companies, 
which  further  improves  its  opportunity  for  purchasing  at 
low  figures. 

"It  is  our  opinion  that  the  aforesaid  contract  which 
tlie  Chicago  Telephone  Company  has  heretofore  made 
respectively  with  the  American  Bell  Telephone  Company 
and  the  ^^'estem  Electric  Company  is  not  harmful,  but 
enables  the  Chicago  Telephone  Company  to  improve  it?. 
service  and  purchase  its  supplies  at  a  less  expense  than 
it  otherwise  could." 

The  report  of  the  Highway  Commission  of  the  .State  of 
Massachusetts,  of  April,  1909,  took  up  this  question  and  con- 
tains this  statement : 

"In  figuring  cables,  which  are  made  up  in  large  part 
of  copper  and  lead,  the  prices  paid  by  the  New  England 
Company  to  the  Western  Electric  Company  were  like- 
wise averaged  for  a  series  of  years  with  actual  p'rice 
Cjuoted  by  independent  concerns,  and  the  results  showed 
that  the  company  actually  paid  less  for  this  et]Uipment 
than  it  could  have  purchased  the  same  equipment  else 
where." 

The  next  is  an  extract  from  the  report  of  the  Public 
Service  Commission  of  the  State  of  Washington  on  the  plant 
of  the  Pacific  Telephone  ^z  Telegraph  Company  at  Seattle, 
Wash.,  as  prepared  by  Henry  L.  Gray,  engineer  of  the  Com- 
mission.    This  was  April  1,  1910.     I  read  his  conclusion: 

"The  only  practical  method  of  determining  the  re- 
sults of  such  a  contract  is  by  a  comparison  of  the  prices 
actually  paid  by  the  present  company  with  those  paid 
for  similar  apparatus  by  the  Independent  company.  This 
has  been  investigated  carefully  and  it  has  been  found  that 
in  almost  everv  case  the  Independent  company  is  com- 
pelled to  pay  more  for  its  material  and  supplies  than 
the  company  under  discussion  ;  hence  it  may  be  assumed 
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lliat  llic  CKiitract  is  a  desirable  one  from  the  standpoint 
of  the  Pacific  Telephone  &  Telegraph  Company." 
"J'he  Board  of  Aldermen  of  Chicago  were  not  satisfied 
with  their  first  investigation,  and  so  they  appointed  W.  J. 
Hagenah.  who  had  before  been  the  expert  for  the  Railroad 
Commission  of  the  State  of  Wisconsin,  and,  in  his  report  of 
December.  1910,  he  has  the  following  to  say  in  regard  to  the 
Western  Electric  Company  contract : 

"The  American  Telephone  &  Telegraph  Company 
owns  a  controlling  interest  in  both  the  Chicago  Telephone 
Company  and  the  Western  Electric  Company.  The  latter 
is  purely  a  manufacturing  company  engaged  in  the 
manufacture  of  Bell  telephone  apparatus  and  supplies. 
In  1904  a  contract  was  entered  into  between  the 
Chicago  Telephone  Company  and  the  W'estern  Electric 
Company  whereby  the  latter  became  the  purchasing  agent 
and  furnished  the  warehouse  facilities  for  the  telephone 
company.  This  relationship  was  prompted  by  the  very 
large  requirements  of  the  telephone  company  of  those 
supplies  manufactured  by  the  electric  company  and 
because  the  latter  purchased  very  heavily  of  copper  wire, 
iron  and  other  telephone  and  electrical  material  for  its 
own  tise  and  the  use  of  other  telephone  companies,  thus 
enabling  it  to  secure  very  favorable  prices  on  its 
purchases.  The  location  of  the  electric  company  in  this 
city  made  the  adoption  of  the  warehouse  agreement  very 
favorable  to  both  parties  as  a  means  of  eliminating  all 
unnecessary  expense  of  duplication. 

"The  interests  of  the  telephone  company  are 
guarded  in  the  contract  by  the  privilege  of  purchasing 
directly  for  its  own  use  whenever  it  can  secure  more 
favorable  prices.  Since  both  companies  to  this  contract 
are  subsidiary  to  the  American  Bell  interests  the  exercise 
of  such  a  privilege  could  be  prevented  because  of  the 
majority  control  of  the  stock  of  the  American  Company. 
Because  of  this  fact  the  relationship  has  been  carefully 
examined. 

"The  contract  furnishes  the  telephone  company 
with   warehouse   facilities,   permitting  it  to   call   for   and 
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to  return  large  anicunts  of  material  without  the  added 
cost  of  warehouse  structures  and  the  expense  of  ware 
house  employes.  The  maintenance  of  a  warehouse  is 
a  necessity  with  every  large  company,  and  the  record:, 
of  many  companies  show  that  the  expense  of  o]^erating 
such  service  exceeds  the  amount  here  exacted  in  the  form 
of  a  service  charge.  AMiether  an  undue  amount  of  sup 
plies  is  heing  carried  by  the  corporation  outside  of  this 
contract  could  not  be  ascertained.  The  investigation  oi 
the  methods  under  which  the  terms  of  this  contract  were 
being-  carried  out  did  not  suggest  any  reason  for  tht 
reduction  of  the  service  charge." 

The  Board  of  Aldermen  still  were  not  satisfied  with  the 
second  investigation  and  they  made  a  third,  in  which  Professoi 
Edward  \\' .  Bemis  became  the  expert,  and  he  again  reporteci 
in  regard  to  the  Western  Electric  Company  contract  relation, 
and  again  stated,  unless  you  wish  me  to  read  it,  that  the  con 
tract  was  favorable  to  the  Chicago  Telephone  Company,  in 
enabling  them  to  warehouse  and  purchase  their  supplies  more 
economically  than  they  otherwise  could. 

Then  there  is  a  report  of  the  engineer,  Mr.  A.  R.  Kelley 
of  the  engineering  department  of  the  California  Railroad 
Commission,  and  his  testimony  is  as  follows : 

'■'The  prices  paid  the  Western  Electric  Company  b) 
the  telephone  company  for  its  material  were  checkeci 
against  other  prices,  quotations  and  actual  purchases,  ana 
we  found  that  in  practically  everv  case  the  telephone 
company  pays  a  less  price  for  its  equipment  purchased 
from  the  Western  Electric  Company  than  other  concern^ 
are  able  to -obtain.  It  is  probable  that  the  fact  that  the 
telephone  company  throughout  the  country,  that  is,  the 
Bell  System,  makes  all  of  its  purchases  through  the 
Western  Electric  Compan.y,  is  the  real  reason  wliy  thos-c 
low  prices  are  obtained ;  that  is,  any  other  concern  than 
the  Western  Electric  Company,  which  had  a  similar  ar- 
rangement, could  probably  meet  the  prices,  but  as  condi- 
tions exist,  the  prices  paid  by  the  telephone  company 
to  the  Western  Electric  Company  are  somewhat  lower 
than  other  concerns  are  able  to  obtain."' 
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Bv  ^Jr.  Fken-cii  : — 

Q.  To  turn  back  to  the  beginning  of  your  testimony,  I 
do  not  think  you  have  stated  how  much  of  the  bonds  and  how- 
much  of  the  stock  are  owned  by  the  American  Telephone  & 
Telegraph  Comiany;  I  mean,  how  close  a  relationship  there  is. 

A.  As  far  as  I  know,,  the  American  Company  does  not 
own  any  bonds,  but  they  own  96%  of  the  Western  Electric 
Company  stock. 

O.  96%  of  the  stock  of  the  Western  Electric  Company? 

A.  Yes;  the  bonds  are  quite  generally  distributed. 

0.  You  spoke  of  a  number  of  telephone  contracts  from 
year  to  year.  Will  copies  of  those  telephone  contracts  be  filed 
in  this  case? 

A.  We  will  be  glad  to. 

Mr.  Swayze:  Oh,  yes.  I  will  file  the  1892  and  1907 
contracts.  We  have  here  the  1912  contract,  but  I  did  not  have 
a  chance  to  go  through  it.  I  would  like  to  make  copies,  w'ith 
the  consent  of  the  Commission,  and  file  them,  if  that  will  be 
satisfactory.  They  have  with  them  all  sorts  of  documents  that 
have  been  passing  between  the  corripanies,  and  I  will  have  to 
use  some  consideration  in  the  matter.  I  may  have  to  file  it 
all.  Here  is  the  standard  supply  contract,  which  is  the  same 
for  all  companies,  except  that  the  name  is  filled  in.  If  that 
will  meet  the  propcition,  I  will  tile  that  as  of  this  time. 

( Blank  standard  supply  contract.  Western  Electric  Com- 
pany, offered  in  evidence  and  marked  Exhibit  3-E.) 

(1882  Agreement  between  The  American  Bell  Telephone 
Company  and  the  Western  Electric  Compan}-,  oitered  in  evi- 
dence and  marked  Exhibit  3-F.) 

( 1908  Agreement  between  The  American  Bell  Telephone 
Company  and  the  \\'estern  Electr'c  Company,  offered  in  evi- 
dence and  marked  Exhibit  3-G.) 
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By  Commissioner  Pexnypacker: — 

O.  How  long  does  that  last  contract  continue? 
A.  That  is  indefinite. 

^[r.  Swayze  :  You  are  speaking  of  the  American  Bell- 
Western  Electric  contract?  That  is  indefinite.  It  provides 
that  it  shall  remain  in  force  "until  it  shall  be  determined  by 
the  mutual  agreement  of  the  parties  hereto." 

By  AIr.  French  :— 

Q.  How  much  is  the  gross  amount  of  sales  of  telephone 
apparatus  to  companies  other  than  Bell  companies  in  the 
United  States  ?    How  much  per  year  ? 

A.  Our  sales  last  year — 

Q.  Telephone  apparatus,  that  is.  You  stated  it  combined 
with  other  materials,  but  I  mean  the  telephone  apparatus,  for 
the  last  year,  the  year  in  which  you  stated  the  gross  sales  were 
$77,000,000. 

A.  To  companies  outside  of  Bell  companies,  you  mean? 

O.  Yes. 

A.  About  $6,000,000,  it  is.  If  you  would  like  to  know  it 
more  definitely.  I  can  give  it  to  you:   $5,181,000. 

O.  That,  then,  is  only  10%  of  what  your  business  is  with 
the  Bell  companies? 

A.  That  is  right,  sir. 

Q.  How  does  that  business  compare  with  the  business  of 
the  other  Independent  companies  with  Independent  companies? 

A.  It  is  larger  than  any  one  or  any  two  of  them. 

O.  Larger  than  any  one  or  any  two  of  them,  that  five 
million  dollars? 

A.  Of  course,  that  is  an  estimate.  I  do  not  know  exactly, 
but  I  mean  by  estimate  it  is  larger  than  any  one  or  any  two 
of  them. 

O.  In  regard  to  that  repeating  coil,  you  stated  that  that 
coil,  when  it  was  first  manufactured,  was  worth  a  little  over 
ten  dollars? 

A.  Yes,  sir. 

O.  Later  on,  when  you  displaced  it  with  a  smaller  re- 
peating coil  at  a  price  of  $3.50, — in  each  case  the  Western  Elec- 
tric Company  made  a  profit? 
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A.  It  did. 

(J.  So  the  more  often  you  replace  apparatus,  even  though 
you  rei)lace  it  with  more  efficient  apparatus  and  cheaper  ap- 
paratus, you  make  a  profit  each  time? 

A.  Yes,  sir. 

Q.  So,  in  other  words,  it  is  to  your  advantage  to  change 
rip])aratus?  Anyway,  you  do  not  lose  money  on  changing  ap- 
paratus ? 

A.  Xo,  we  do  not  lose  money  on  the  change,  except  in 
the  continuous  improvements  that  we  make,  but  any  manu- 
facturer who  wants  to  keep  up-to-date  in  his  work  has  con- 
stantly got  to  make  improvements  in  the  art. 

O.  Your  relationship  is  practically  one  company:  the 
more  that  you  can  sell  to  the  Bell  Company  and  the  more 
apparatus  you  can  displace,  the  more  money  you  obtain? 

A.  I  know,  but  we  could  have  made  more  money  if  we 
had  not  brought  this  new  coil  out,  by  continuing  to  sell  this 
old  one,  could  we  not? 

O.  You  might  have,  it  is  possible,  but  not  if  you  keep  on 
changing  the  second  apparatus.  How  long  would  the  life  of 
that  repeating  apparatus  be? 

A.  Indefinite. 

O.  You  could  not  replace  that,  then — 

A.  Oh,  but  the  market  is  constantly  growing.  The  tele- 
phone development  of  the  United  States  is  tremendous.  It 
has  not  nearly  reached  saturation. 

O.  As  a  matter  of  fact,  how  many  of  those  larger  repeat- 
ing coils  have  you  taken  out? 

A.  \\'e  have  just  begun  to  take  them  out,  because,  of 
course,  the  way  a  telephone  company  takes  out  apparatus  is 
this,  just  like  any  other  public  service  corporation,  I  imagine : 
that  the  larger  coil  does  not  give  place  to  the  smaller  coil  until 
it  can  be  proved  that,  on  account  of  the  throwing  away  of 
the  larger  one  and  the  cost  of  the  new  one,  you  can  still  save 
enough,  or  give  enough  better  service,  to  make  that  warrant- 
able.   Is  that  clear? 

O.  Yes,  that  is  clear.  Now  in  regard  to  this  purchasing 
agreement,  I  understand  from  your  testimony  that  the  West- 
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ern  Electric  Company  purchases  everything  that  the  Bell  Com- 
pany uses,  down  to  blotters  and  pencils? 

A.  Yes,  sir. 

Q.  Purchases  all  supplies  of  every  character? 

A.  Of  every  character  that  they  designate.  They  can 
make  exceptions.  If  they  wish  to  purchase  their  blotters  and 
supplies  they  may  do  so. 

O.  You  stated  that  if  one  of  the  Bell  companies  wants  to 
buy  a  Kellogg  switchboard,  it.  can  do  so.  Has  any  such  re- 
quest ever  been  made? 

A.  Oh,  yes.  Several  of  the  Bell  companies  have  bought 
Kellogg  apparatus.  The  Bell  of  Pennsylvania  has  bought 
Kellogg  switchboard  cable  in  the  past  few  years.  The  Dis- 
trict Companv  bought  cable  from  another  company.  We  have 
some  western  companies  who  use  Kellogg  apparatus  to  a  cer- 
tain extent. 

O.  You  sav  there  are  17  companies  not  owned  by  the 
Bell,  not  controlled  by  the  Bell,  of  which  you  have  the  pur- 
chasing contract  for  their  supplies? 

A.  Yes,  sir. 

Q.  How  many  telephone  stations  do  they  cover? 

A.  46,000." 

O.  46,000.  those  17  companies? 

A.  Yes,  sir. 

O.  Which  are  not  controlled  m  any  way  by  the  Bell? 

A.  Yes,  sir — no  voting  control,  no  stock  ownership  con- 
trol.    That  is  what  I  said. 

Q.  You  said  that  the  Western  Electric  Company  had 
been  investigated  by  several  commissions,  or  several  investi- 
gating committees.  Now  in  regard  to  that  first  report  you 
mentioned — which  was  the  report  of  ]Mr.  D.  C.  Jackson,  in 
Chicago  ? 

A.  Yes,  sir. 

Q.  Do  you  know  what  happened  to  that  report  ? 

A.  It  was  not  accepted. 

O.  It  was  not  accepted? 

A.  It  was  not,  sir. 

O.  Do  vou  know  how  much  it  was  reported  that  the 
telephone  company  was  losing  per  year? 
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A.  On  the  contract? 

0.  No,  as  a  whole.  It  was  a  general  investigation,  was 
it  not? 

A.  No,  what  I  was  reading  from  was  only  the  extract 
from  Mr.  Jackson's  report  as  bearing  on  the  Western  Elec- 
tric Company  contract  with  the  Chicago  Telephone  Com- 
pany. 

Q.  Do  you  not  know  that  that  whole  investigation  of 
Mr.  Jackson  was  thrown  in  the  discard? 

A.  Yes,  sir;  so  was  Mr.  Hagenah's. 

Q.  So  you  would  accept  that  special  reference  to  the 
Western  Electric  Company,  when  they  did  not  accept  the 
other  parts  of  the  report? 

A.  I  do  not  need  to  accept  that.  Take  the  next  one, 
of  Mr.  Hagenah. 

O.  Then  you  do  not  think  that  is  worth  anything  very 
much  ? 

A.  Oh,  yes,  I  do,  because  it  was  the  same  in  all  three 
reports  that  were  made,  by  Mr.  Jackson,  Mr.  Hagenah,  and 
Mr.  Bemis.  They  all  agreed  on  that  point,  but  they  came 
to  dififerent  conclusions  in  regard  to  the  rates. 

O.  Mr.  Bemis  came  to  dififerent  conclusions  in  regard 
to  the  Western  Electric  Company? 

A.  No,  absolutely  the  same  conclusions  on  the  Western 
Electric  Company  contract.     I  read  from  it. 

O.  That  will  come  up  at  a  later  time. 

A.  All  right,  sir. 

O.  You  say  Mr.  Hagenah's  report  was  also  thrown  out? 

A.  Yes,  sir. 

O.  Then  you  stated  that  there  was  another  investigation 
of  the  relations  of  the  Western  Electric  Company  and  the 
Bell  System  by  the  Massachusetts  Highway  Commission,  at 
Boston? 

A.  Yes,  sir. 

O.  Do  you  know  who  was  the  advisor  of  that  Commis- 
sion? 

A.  I  do  not  know. 

O.  You  do  not  know  who? 

A.  No,  it  does  not  state  in  mv  folder  here. 
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Mr.  Swayze  :  That  was  an  officer  of  the  Commission. 
Whoever  may  have  been  their  advisor,  what  he  read  was  the 
finding  of  the  Commission  itself,  not  the  report  of  the  ad- 
visor. 

The  Witness  :     This  simply  says  "Report  of  the  High- 
way Commission  of  the  State  of  Massachusetts." 
By  Mr.  French  : — 

O.  A  great  many  things  have  happened  to  the  High- 
way Commission  on  account  of  that  report? 

Mr.  Swayze  :  A  great  many  things  have  happened  to 
most   of  us. 

Commissioner    Pennypacker:      It    sometimes    happens 
that  the  best  of  advice  is  not  followed. 
By  Mr.  French  : — 

O.  As  a  matter  of  fact,  your  books  have  never  been 
gone  over  by  any  commission,  have  they? 

A.  What  books  do  you  mean? 

O.  Your  books  of  account,  your  prices. 

A.  Oh,  my,  yes.  The  questions  that  were  raised  at  the 
time  Mr.  Bemis  in  Chicago  gave  his  report  were  gone  into 
in  detail,  as  to  why  we  could  purchase,  for  instance,  lumber 
and  cement  and  sand,  little  things  that  we  deal  in  like  that, 
for  the  telephone  company  and  save  them  money.  .Some  of 
the  Aldermen  could  not  understand  that.  I  have  the  testi- 
mony in  detail,  if  you  would  like  it. 

O.  I  have  it  too,  sir. 

A.  And  they  came  to  the  conclusion  that  the  Western 
Electric  Company  had  saved  them  money,  and  Professor 
Bemis   so  reported. 

O.  You  stated  a  commission  had  investigated.  Pro- 
fessor Bemis  was  not  a  commission. 

A.  Did  I  say  a  commission?     I  beg  your  pardon. 

O.  No  commission  has  investigated  the  Western  Elec- 
tric Company  except  the  Massachusetts  Commission,  which 
you  cited  ? 

A.  No,  I  beg  your  pardon,  the  Washington  Commission 
and  the  California  Commission  I  mentioned,  and  the  reports 
of  the  engineers,  which  they  accepted. 
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\\\  Mr.  Swayze: — 

Q.  How  about  the  Washington  Commission  which 
came  to  New  York  and  held  an  investigation  in  New  York  ? 

A.  The  Washington  Commission  I  mentioned.  In  no 
case  where  the  Western  Electric  Company  has  come  up  be- 
fore an  investigatory  authority,  or  before  experts  or  engi- 
neers, has  it  ever  been  passed  on  unfavorably. 

1\Ir.  Swayze  :  This  Commission  can  satisfy  itself  by  an 
examination  in  any  way  it  thinks  proper.  We  are  not  trying 
to  stop  them,  regardless  of  what  other  commissions  may  have 
seen  proper  to  do. 

By  Mr.  French  : — 

O.  As  I  understand,  you  will  submit  price  lists  of  all 
your  goods  that  you  are  selling  to  the  Bell  companies  ? 

A.  We  will  be  very  glad  to,  if  you  wish  it. 

O.  Of  all  characters  of  goods  that  you  sell  the  Bell  com- 
panies ? 

A.  Yes,  sir. 

Mr.  Swayze  :  Does  the  Commission  desire  us  to  submit 
a  price  list  of  that  kind? 

C0MMIS.S10NER  Johnson  :  Does  that  amount  to  putting 
those  catalogues  on  the  record? 

The  Witness  :  Oh,  a  good  deal  more  than  that.  We 
have  thousands  of  items,  you  know,  that  are  not  in  there. 

Mr.  Swayze:  We  intended  to  meet  that  by  that  com- 
parison table  that  we  will  put  in.  That  would  be  a  perfectly 
stupendous  undertaking.  You  will  note  that  I  have  not  filed 
these  catalogues.  I  did  not  intend  to  place  in  the  record  any 
such  thing  as  that. 

The  Chairman  (Mr.  Wallace)  :  The  only  thing  that 
might  come  up  would  be  this,  that  there  may  be  certain  items 
or  matters  the  Commission  might  want  to  investigate,  and, 
if  we  do,  we  would  like  to  have  the  right,  and  have  your 
word  that  we  can  get  them. 

]\Ir.  Swayze:  You  can  ask  it  from  us.  Commissioner 
Wallace,  and  we  will  supply  it.  You  can  then  check  it  up 
by  going  to  the  original  sources  of  information.  The  thing 
is  perfectly  open  to  this  Commission  for  a  complete  investiga- 
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tion.     In  fact,  we  rather  hope  you  will  make  that  kind  of  an 
investigation. 

The  Chairman  (Air.  Wallace)  :  That  will  be  the  ruling 
of  the  Commission,  then,  because  if  that  is  only  part  of  your 
catalogue,  I  do  not  know  who  is  going  to  handle  it. 

Mr.  Swayze  :  The  only  purpose  I  used  that  for  was  to 
show  that  we  dealt  in  other  than  telephone  supplies.  That  is 
the  only  purpose  of  it.  I  did  not  intend  to  file  it.  There  is 
nothing  in  relation  to  the  \\'estern  Electric  Company  that  is 
not  open  to  the  Commission  for  its  examination,  and  we  hope 
you  will  make  that  kind  of  an  examination.  That  is  so  as 
to  the  whole  situation.     We  are  here  to  be  investigated. 

The  Chairman  (Mr.  Wallace)  :  Will  those  catalogues 
be  open  to  the  examination  of  counsel,  if  thev  Vv-ant  to  look  at 
them  ? 

Mr.  Swayze  :  We  will  give  the  counsel  a  copy  of  the 
catalogues  to-day,  if  he  desires,  and  send  a  copy  on  to  be  filed 
informally  with  the  Commission. 

The  Chairman  (]\Ir.  Wallace)  :     You  can  do  that. 
By  Mr.  French  : — 

O.  Have  you  the  catalogue  price  in  them? 

A.  We  have  a  price  list,  but  they  are  not  always  net 
prices,  and  particularly  not  always  net  prices  to  the  telephone 
company. 

O.  That  is  what  we  may  be  anxious  to  find  out.  ^^'e  do 
not  want  to  lumber  the  record  with  any  catalogues,  but  it  may 
be  necessary  at  some  later  stage  of  the  proceedings.  You 
have  stated  all  along  that  your  prices  were  lower  than  the}' 
were  to  other  companies.  Now  it  is  very  important  to  find 
out  what  your  prices  are. 

A.  You  may  select  the  particular  items,  or  we  will  do 
it  any  way  you  wish. 

Q.  That  is  what  I  say,  if  you  are  willing  to  do  it  at  a 
later  time,  as  Mr.  Swayze  says. 

A.  Yes.  sir. 

The  Chairman  (Air.  Wallace)  :  That  is  the  under- 
standing, that  any  particular  item  regarding  which  we  wish 
to  have  information,  they  will  furnish  it. 

Mr.  French  :     That  is  perfectly  satisfactory. 
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By  Mr.  Swavze: — 

Q.  Have  you  a  statement  there  as  to  your  total  sales  to 
The  Bell  Telephone  Company  of  Pennsylvania  in  1913? 

A.  Our  total  sales  for  the  year  1913.  net,  were  $6,251,962. 

P)Y   COM.MIS.SIONER   TONE  : 

O.  That  includes  The  Central  District  Telephone  Com- 
pany? 

A.  That  includes  The  Central  District  Telephone  Com- 
]:iany,  yes,  sir.  I  would  say  this,  in  explanation  of  that;  1 
said  these  were  net  sales ;  these  are  net  sales  after  all  the 
material  that  we  have  taken  back  from  the  Bell  of  Pennsyl- 
vania has  been  deducted,  and  that  amounted  to  approximately 
two  million  and  a  half  dollars,  so  that  our  gross  sales  were 
approximately  nine  million  dollars. 

By  Mr.  Marye:— 

O.  In  other  words,  you  credited  them  with  the  materials 
.they  returned  to  3'ou  ? 

A.  Yes,  sir,  to  that  extent. 

r>Y  COMMI.^SIONER  ToNE  : 

O.  What  were  your  gross  sales,  then  ? 

A.  Approximatelv  nine  million  dollars.  Would  you  like 
to  have  it  more  accurately?     I  have  it  here. 

O.  And  that  amount  includes  your  commission  charges? 

A.  That  amount  includes  our  commission  charges,  yes, 
sir.     That  is  in  total;  that  is,  for  the  year  1913. 

0.  You  have  stated  before  the  gross  sales  to  all  the  Bell 
companies  ? 

A.  Of  $51,000,000? 

O.  Yes. 

A.  Those  are  the  net  sales  to  all  the  Bell  companies ;  I 
mean,  that  is  after  what  we  had  taken  back  was  deducted. 

Q.  Then  what  would  be  the  gross? 

A.  It  would  be  some  millions  in  excess  of  that.  I  do  not 
know,  because  we  publish  in  our  reports  simply  the  total  net 
sales. 
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AIk.  Swavze  :  At  any  time  we  will  file  any  statement  that 
occurs  to  any  Commissioner,  outside  of  what  w^e  have  referred 
to,  or  produce  Mr.  Swope  for  further  cross-examination,  if 
desired. 

]Mr.  AIarve  :  If  the  Commission  please,  as  Mr.  Swayze 
stated  at  the  opening  of  this  session,  we  had  hoped  to  go  along 
to-day  with  -Mr.  Swope,  on  the  Western  Electric  relation,  and 
then  follow  him  w4th  an  expert  on  commission  regulation,  of  in- 
ternational renown,  Professor  Cooley,  of  the  University  of 
]\Iichigan.  Unfortunately,  they  telegraphed  us  this  week  that 
he  is  ill  and  his  doctor  forbade  him  coming,  and  that  has  very 
seriously  disorganized  our  plans.  We  did  not  get  the  final 
telegram  from  Professor  Cooley's  secretary  until  forty-eight 
hours  ago._  As  the  Commission  is  here,  however,  we  are  pre- 
pared at  its  convenience  to  go  on  with  some  other  aspects  of 
the  testimony,  ^^'e  ourselves,  personally,  would  rather  not  go 
into  it,  but  it  is  at  the  convenience  and  desire  of  the  Com- 
mission. 

The  Chairman  (Mr.  A\*allace)  :  Will  this  break  up  your 
chain  in  any  way,  by  going  on  at  the  present  time? 

AIr.  IMarye  :  It  will  interrupt  the  logical  chain,  as  we  con- 
ceive it. 

Mr.  Swayze  :  It  will  interrupt  the  way  we  have  laid  out 
the  case. 

The  Chairman  (Mr.  \\'allace)  :  Do  you  think  it  would 
add  to  the  four  hearings  you  expect  to  have? 

Mr.  Swayze:  I  do  not  think  it  would,  because  it  would  so 
enable  us  to  co-ordinate  the  subsequent  testimony  that  we 
could  move  along  with  it  more  rapidly. 


Adjourned  until  Thursday,  April  9,  1914,  at  10  A.  M. 
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Hearing  held  before  the  PiibHc  Service  Commission  of 

the   Commonwealth   of   Pennsylvania,   in   the  Senate   Caucus 

Room,   in  the   Capitol   Building,   Harrisburg,  Pa.,   Thursday, 
April  9.  1914,  at  10  A.  M. 


Present: 


Commissioners  Wallace,  Acting  Chairman  ;  Pexxy- 
PACKER,  Johnson,  Wright  and  Brecht. 

William  N.  Trinkle,  Esq.,  Counsel  for  the  Com- 
mission. 

J.  L.  Sv^ayze,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  Counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  FiNDLAY  French,  Esq.,  Counsel  for  Pittsburgh 
Chamber  of  Commerce. 
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Mr.  Marye:  If  the  Commission  please,  at  the  last  hear- 
ing, Mr.  Swope,  the  vice-president  of  the  Western  Electric 
Company,  while  testifying,  used  a  map,  on  which  he  located 
the  various  manufacturing  establishments,  laboratories,  store- 
houses and  w^arehouses  of  the  Western  Electric  Company 
throughout  the  United  States,  also  showing  the  center  of  pop- 
ulation of  the  United  States  and  the  telephone  center  of  the 
United  States.  We  have  had  that  map  reproduced,  and  would 
like  to  offer  it  as  an  exhibit. 

(Map  showing  Telephone  Companies'  Division  Bound- 
aries, Western  Electric  Warehouse  Service  Boundaries,  and 
Routing  of  Merchandise,  W.  E.  to  Warehouses,  offered  in  evi- 
dence and  marked  Exhibit  3-H.) 

Nathan  Hayward,  recalled. 

By  Mr.  Marye:— 

O.  At  the  last  hearing,  Mr.  Swope,  the  vice-president  of 
the  Western  Electric  Company,  used  as  an  illustration  of 
the  work  in  study,  experimentation  and  development  that 
his  company  v^^as  doing  for  the  telephone  institution,  two 
repeating  coils,  the  larger  one  known,  I  think,  as  repeating 
coil  No.  37-A,  which  was  sold  by  the  Western  Electric 
Company  to  your  companies  for  $10.30,  and  that  had  been 
in  use  for  a  good  number  of  years.  Subsequently  the 
Western  Electric  Company  developed  a  coil,  of  which  Mr. 
Swope  does  not  seem  to  have  stated  the  number,  but  it  was 
a  smaller  coil,  which,  I  think,  he  said  was  sold  to  your 
companies  for  $3.35  ;  a  coil  of  greater  efficiency,  which  did 
better  work,  and  cost  your  companies  much  less.  Now  in 
that  connection,  and  as  illustrating  functional  depreciation, 
would  you  kindly  state  to  the  Commission  what  the  account- 
ing processes  of  your  company  would  be  when  you  sub- 
stitute one  of  the  new  coils  for  one  of  the  old? 

A.  As  Mr.  Swope  explained,  the  new  coil  is  cheaper 
than  the  old  coil,  and  at  the  same  time  superior  to  the  old 
coil.  The  result  is  that  the  old  coil  is  replaced  with  the 
new  coil,  in  certain  cases,  in  order  to  improve  the  service, 
because  it  is  of  a  superior  type.  The  new  coil  is  called  46-A 
—it  is  not  in  Mr.  Swope's  testimony— and  costs  $3.35. 
The  old  coil,  known  as  37-A,  cost  $10.30.     In  case  we  are 
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replacing  one  of  the  old  coils  with  one  of  the  new  coils,  we 
charge  to  construction,  to  our  capital  account,  the  cost  of 
the  new^  coil,  or  $3.35,  plus  the  cost  of  installing  the  new 
coil,  which  is  approximately  $1.00.  We  credit  to  construction 
$10.30,  or  the  original  cost  of  the  old  coil,  which  is  re- 
moved, and  we  also  credit,  subtract  from  construction,  the 
original  cost  of  installing  the  old  coil,  wdiich  is  practically 
the  same  as  the  cost  of  installing  the  new  coil,  or  $1.00.  The 
result  is  that  the  charge  to  construction  would  be  $3.35, 
plus  $1.00,  minus  S10.30,  minus  $1.00,  or  a  charge  of  minus 
$6.95.  That  is,  although  we  put  in  an  improved  type  of 
coil,  we  decrease  our  construction  itein  by  S6.95. 

O.  How  do  you  clear  the  amount  that  you  credit  to 
construction? 

A.  The  credit  to  construction  is  cleared  to  deprecia- 
tion, and  this  is  taken  care  of  by  charging  to  the  deprecia- 
tion account  the  original  cost  of  the  old  coil.  $10.30,  plus 
the  cost  of  installing  the  old  coil,  $1.00,  plus  the  cost  of  re- 
moving the  old  coil,  W'hich  is  approximately  50  cents, 
minus  the  junk  value  received  from  the  old  coil,  which  is 
approximately  50  cents.  So  that  the  charge  to  depreciation 
would  be  $11.30. 

O.  And  that  is  taken  out  of  your  reserve  for  depreciation  ? 

A.  Yes,  sir.  We  have  replaced  about  30  of  those 
so  far,  and  I  looked  over  the  work  that  we  have  in  process, 
and  I  should  think  we  would  replace  about  125  this  year. 
We  have  not  a  large  number  of  them  in  our  plant. 

O.  Will  you  kindly  turn  to  Exhibit  A^^^^  which  was 
filed  by  ^Ir.  Gillette  in  his  testimony.  You  will  notice 
that,  for  the  period  from  1890  to  1894,  there  was  apparently 
a  large  amount  expended  by  your  companies  in  the  upkeep  of 
the  plant,  including  both  current  maintenance,  repair  and  re- 
placement. Have  you  any  reason  to  give  for  that  apparently 
large  amount  of  expenditure  during  those  years? 

A.  Of  course,  it  is  impossible  to  co-ordinate  the  e.xact 
expenditures  made  during  those  years  with  the  detail  facts, 
but  it  is  interesting  to  note  that  during  those  ten  years — 
it  is  really  ten  years — from  1890  to  1899,  the  percentages  of 
current  maintenance  and  depreciation  to  the  value  of  the 
property  run  very  much   higher  than  they  do  in  the  years 
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previous  and  the  years  after  that,  and  at  the  same  time, 
in  reviewing  the  history  of  the  development,  which  I  tried 
to  give  at  one  of  the  hearings,  it  will  be  noticed  that  just 
during  those  ten  years  was  the  time  when  a  large  number 
of  improvements,  fundamental  improvements,  were  taking 
place  in  our  plant.  For  instance,  the  multiple  switchboard 
started  to  replace  the  branch  terminal  board  in  the  80's, 
and  most  of  the  work  in  Pennsylvania  of  this  replacement 
was  done  between  1890  and  1895.  That  took  a  big  amoimt 
of  maintenance  or  depreciation.  The  metallic  circuit,  that 
I  spoke  of,  was  introduced  in  1891,  and  the  numl^er  of 
grounded  circuits  was  reduced  to  less  than  a  quarter  of  the 
total  circuits  before  1900,  although  they  were  100% 
in  1891.  The  dry-core  table  was  started  in  1890,  and,  as  a 
result  of  this,  the  miles  of  underground,  which  had  been 
practically  nothing  in  1890,  a  very  small  percentage  in  1890, 
were  brought  up  to  50%  of  the  total  mileage  in 
1900.  In  1890  the  bridging  bell  was  first  introduced,  and 
made  a  revolution  in  the  sub-station  plant,  subscriber's 
instrument.  The  common  battery  was  first  installed  in  1895, 
and  there  were  quite  a  number  of  installations  made  in 
Pennsylvania  between  1895  and  1900,  which  would  partly 
account  for  the  high  figures  in  the  last  half  of  this  decade. 
Also  between  1895  and  1899  there  was  a  large  amount  of 
depreciation  used  up  in  improving  the  distribution  plant, 
the  plant  between  our  permanent  underground  plant,  or 
permanent  overhead  plant,  and  the  subscriber's  premises. 

O.  You  think,  then,  that  the  large  increase  in  expendi- 
tures for  up-keep,  during  those  years,  is  attributable  largely 
to  what  Mr.  Gillette  termed  functional  depreciation? 

A.  Yes,  sir. 

O.  Have  you  prepared  a  curve,  or  chart,  showing  the 
telephone  development  to  population  in  the  State  of  Penn- 
sylvania in  the  past  ? 

A.  Yes,  sir ;  that  is  the  Bell  telephone  development. 

O.  Is  that  the  exhibit  I  show  you? 

A.  Yes,  sir. 

(Chart  entitled  "The  Bell  Telephone  Company  of  Penn- 
sylvania and  Associated  Companies  (State  of  Pennsylvania) 
Population  and  Station  Development,  1884-1914"  ottered  in 
evidence  and  marked  Exhibit  3-1.) 
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Bv  Mr.  Marye  : — 

O.  Will  you  please  briefly  explain  this  Exhibit  3-1  ? 

A.  This  exhibit  represents  a  tabulation  of  growth  of  pop- 
ulation and  Bell  telephone  stations  in  the  State  of  Pennsyl- 
vania. The  abscissae  at  the  bottom  of  the  page  represent  the 
years  from  1880  to  1914.  The  ordinates  on  the  left  of  the 
sheet  represent  either  the  millions  of  inhabitants,  or  the  per- 
centage of  development ;  that  is,  the  "1."  if  referred  to  one 
curve  would  represent  one  million,  and  if  referred  to  another, 
would  represent  one  per  cent. 

O.  Referred  to  population,  you  would  state  it  in  millions? 

A,  In  millions  ;  referred  to  the  per  cent,  development,  it 
would  represent  per  cent.  On  the  right  hand  side  the  figures 
represent  the  number  of  Bell  stations  in  service.  Taking,  there- 
fore, the  top  curve,  which  is  almost  a  straight  line,  we  have 
there  plotted  the  census,  the  ten-year  census  made  by  the 
United  States  Government,  and  reached  a  curve,  shown  as  the 
population  curve,  which,  as  I  say.  is  almost  a  straight  line. 
The  population  starts  in  1880  at  a  little  above  four  million,  be- 
tween four  and  four  and  a  half  million,  and  ends  in  1910  at 
between  seven  and  a  half  and  eight  million,  ^^'e  have  con- 
tinued the  curve  on  to  1914  by  a  projection.  The  number  of 
stations,  which  is  the  next  curve  and  is  very  irregular,  is 
plotted  directlv  from  our  own  records.  It  starts  with  the 
number  of  stations  in  1884  between  25,000  and  50.000,  and 
ends  in  1914  with  the  stations  between  400.000  and  450  000. 
The  last,  or  lov^-est,  curve,  called  '"Per  Cent.  Development," 
is  obtained  by  dividing  each  point  in  the  top  curve,  or  popula- 
tion curve,  into  the  corresponding  point  in  the  station  curve. 
It  will  be  seen  from  this  that  the  percentage  development, 
starting  from  such  a  low  percentage  that  you  can  hardly  read 
it  in  this  table — something  below  1% — reaches  a  figure  of 
over  59c  in  1914.  This  surve  does  not  represent  total  tele- 
phone development,  but  is  only  the  telephone  development  of 
the  Bell  Telephone  Company. 

Q.  During  a  portion  of  this  time,  then,  there  were  other 
telephone  stations  in  Pennsylvania,  beside  Bell  telephone  sta- 
tions ? 

A.  Yes.  sir. 

O.  During  what  portion  of  this  period,  do  you  know? 
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A.  I  do  not  lliink  I  can  yive  that  exact  figure. 
Q.  Was  it  a  large  amount  during-  the  early  years,  from 
1884  to  1894? 

A.  No;  practically  negli   ible  during  the  early  years. 

Bv   COMMISSIONKK  JdllXSv  X  : 

Q.  Your  chart  shows  that  the  Bell  Telephone  Company 
has  one  station  for  about  twenty  people  in  the  Stater 
A.  Yes,  sir, — now. 

By  Mr.  Marve  : — 

O.  As  a  telephone  expert,  I  believe  you  gave  your 
opinion  as  to  what  would  be  a  fair  telephone  development 
in  this  State,  as  a  percentage? 

A.  No,  I  do  not  think  I  did. 

O.  Would  you,  as  a  telephone  expert,  consider  5%  devel- 
opment a  good  development  for  such  a  State  as  Pennsylvania? 

A.  No,  I  think  we  should  have  more  than  that. 

By  Commissioner  Johnson  : — 

O.  You  have  no  figures  as  to  the  number  of  stations  of 
Independent  companies,  have  you? 

A.  Yes,  sir,  I  have  some  figures  here — not  historically. 
Of  course,  the  figures  of  the  Independent  companies  have 
to  be  somewhat,  estimated,  because  they  are  not  accurate 
figures,  as  our  own  are. 

Q.  What  is  your  estimate  of  the  stations  of  other  com- 
panies  in    Pennsylvania? 

A.  As  of  to-day  ? 

O.  Yes. 

A.  The  total  number  of  stations,  both  of  our  own  and 
of  Independents,  to-day,  is  about  600.000.  The  Bell  sta- 
tions to-day  are  a  little  under  450,000. 

By  Commissioner  Pennvpacker: — 

Q.  That  is  150.000  Independent  stations? 
A.  Yes.  sir.  a  little  over  that. 
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By  Commissioner  Johnson: — 

O.  That  would  be,  for  all  companies,  one  telephone  to 
how  many  population  ? 

A.  For  all  companies,  both  Bell  and  Independent,  it  is 
about  7^4^- 

O.  Some  people  think  in  figures  better  than  in  percent- 
ages.    That  is  one  telephone  to  how  many  people? 

A.  13.8. 

O.  About  1   to  14? 

A.  Yes,  sir. 

O.     How  would  that  compare  with  the  State  of  Iowa? 

Mr.  }klARVE :  We  have  a  yery  interesting  exhibit  on  that 
that  we  are  going  to  put  in. 

Co:^iMissiONER  Johnson:  I  just  wanted  to  bring  out  the 
fact  that  we  are  still  behind  Iowa. 

The  \\'itness  :  Yes,  sir,  the  State  of  Iowa  has  the  big- 
gest deyelopment  of  any  State  in  the  United  States,  and  has 
a  19%  development.     That  is  both  of  the  Bell  and  opposition. 

Q.  In  other  words,  a  telephone  for  nearly  every  family 
in  Iowa,  on  an  average? 

A.  Pretty  nearly,  yes.  Of  course,  that  means  that  some 
families  have  two  or  three  and  others  have  none. 

By  ^Ir.  ]\Iarye  : — 

Q.  You  stated,  in  one  of  the  prior  hearings,  that  it  was 
the  duty  of  telephone  engineers  to  forecast  the  future,  as 
well  as  they  could,  for  the  purpose  of  preparing  to  meet  the 
probable  demands  for  telephones  in  the  future.  Have  you 
prepared  an  exhibit,  in  which  you  have  attempted  to  esti- 
mate the  growth  of  population  and  the  probable  telephone 
development  in  the  State  of  Pennsylvania  in  the  future? 

A.  Yes,  sir. 

By  Commissioner  Pennypacker: — 

O.  The  population  out  in  Iowa  is  decreasing,  is  it  not? 

A.   I  do  not  know. 

I\Ir.  Swayze  :  Yes,  sir,  it  is.  Iowa  is  one  of  the  states 
where  the  population  is  decreasing. 
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r.v  Mr.  AIarve:— 

Q.  Is  the  i)iece  of  paper  which  I  show  you  the  exhibit  to- 
whicli  you  refer? 

A.  Yes,  sir. 

(Chart  entitled  "The  Bell  Telephone  Co.  of  Pennsylvania 
and  Associated  Companies  (State  of  Pennsylvania),  Curves 
showing"  estimated  Future  Population,  Number  of  Telephone 
Stations,  including  Bell,  Bell  Connecting,  and  Competing  Com- 
pany Stations,  and  Per  Cent,  of  Telephone  Stations  to  Popula- 
tion, 1913  to  1950"  offered  in  evidence  and  marked  Exhibit 
3-J.) 
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By  Mr.  ]\Iarye  : — 

O.  Will  you  please  take  this  Exhibit  3-J  and  briefly  ex- 
plain it? 

A.  The  abscissae  and  ordinates  on  this  curve  arc  of  the 
same  general  arrangement  as  on  the  previous  curve  (  Ex.  3-1), 
except  that  this  curve  projects  into  the  future,  while  the  other 
curve  represented  the  past.  The  population  is  represented 
by  a  straight  line,  which  is  taken  by  assuming  that  the  same 
growth  numerically — not  percentage  growth,  but  numerical 
growth — will  continue  in  the  future,  that  existed  between 
1900  and  1910.  The  station  curve,  which  includes  both  Bell 
and  Independent,  is  taken  on  the  assumption  that  the  rate  of 
growth  will  continue  in  the  future  that  was  in  existence  in 
the  last  year.  The  year  used  is  between  October,  1912,  and 
October,  1913.  The  growth  of  Bell  stations,  which  is  the 
bottom  curve  of  them  all,  is  obtained  by  assuming  that  the 
ratio  between  total  stations  in  the  State  and  the  Bell  stations 
in  the  State,  will  remain  the  same  throughout  the  period.  The 
percentage  development  curve  is  obtained  simply  by  dividing 
the  number  of  stations  at  each  point  by  the  population  at 
each  point.  It  will  be  noted  that  this  curve  of  development 
reaches  15%  in  the  year  1939.  If  it  can  be  assumed  that  liie 
rate  of  development  of  density  of  telephones  should  reach,  in 
11  State  similar  to  Pennsylvania,  15%,  then  it  will  be  seen  that 
this  growth  of  stations,  which  I  have  projected,  would  have 
to  go  on  until  1939  in  order  to  reach  15%.  The  amount  of 
money  needed  by  the  Bell  System  alone — not  bv  boch  Bell  and 
Independent — in  order  to  take  care  of  this  growth,  will  be 
approximately  between  four  and  a  half  and  five  and  a  half 
millions  a  year.  It  is  not  possible  to  estimate  that  accural ely, 
because  the  nature  of  the  plant  affects  that  a  good  deal,  and 
just  what  is  going  to  happen  in  the  future  you  cannot  judge; 
but  something  around  five  million  dollars  a  year  will  be  n?>ylt-d 
by  the  Bell  Telephone  Company  to  meet  this  growth,  avid  that 
will  be  needed  for  twenty-five  years.  Approximately  five  nul- 
lion  dollars  a  year  will  be  needed  for  twenty-five  years,  if  ne 
can  assume  that  15%  development  is  the  amount  that  will  be 
reached  in  the  State  by  both  companies,  and  if  we  assume  th?t 
the  same  rate  of  growth  will  continue  as  at  present. 
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O.  And  further  assuming  that  the  Bell  Telephone  Com- 
pany gets  the  same  percentage  of  the  telephone  business  that 
it  has  been  getting? 

A.  Yes,  sir. 

Bv  CoMMissioxER  Pexnvpacker  : — 

O.  You  do  not  mean  to  testify  to  the  accuracy  of  this 
map,  do  you?     It  is  a  prophetic  map? 

A.  It  is  an  estimate  of  the  future,  yes.  sir.  It  is  an  esti- 
mate, based  on  official  figures,  on  Government  figures. 

Q.  It  assumes  a  condition  continuing  for  a  number  of 
years  in  the  future? 

A.  A'es,  sir,  that  is  exactly  it. 

O.  But  if  we  should  turn  around,  like  Iowa,  you  would 
have  to  make  a  different  kind  of  a  map,  would  you  not? 

A.  Oh,  yes.  if  Pennsylvania  should  start  to  decrease  in 
population,  it  would  be  a  very  difi^erent  proposition. 

By  ]\Ir.  }klARYE  :— 

O.  And  also  you  would  have  a  different  proposition  if 
the  Bell  Company  did  not  continue  to  get  new  business  at  the 
rate  that  you  have  assumed  here? 

A.  Yes.  If  the  Independents  took  the  majority  of  the 
business  away  from  us,  the  figure  of  $5,000,000  needed  a  year 
would  be  very  dift'erent. 

Bv  CoMMissioxER  Brecht: — 

O.  It  is  based  on  the  assumption  that  the  conditions  ex- 
isting now  will  continue? 

A.  Yes,  sir. 

By  ]\Ir.  Frexch  : — 

O.  In  regard  to  these  new  repeating  coils :  you  stated  that 
you  had  placed  in  about  30  repeating  coils? 

A.  Yes. 

O.  That  amounts  to  less  than  SIOO.  does  it  not,  at  $3.35 
a  piece? 

A.  Yes.     It  is  a  very  small  item. 

O.  Then,  if  that  represents  only  SIOO  and  the  current 
maintenance  for  1913  represents  over  S5,0O0.OCO.  you  cou'd 
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hardly  say.  could  you,  that  the  example  of  the  repeating  coil 
was  a  representative  example? 

A.  Oh,  it  is  a  very  small  amount.  It  is  used  simply  be- 
cause it  is  a  good  example.  I  think  it  is  the  most  extraor- 
dinary example  we  have  in  current  times  of  a  new  apparatus 
replacing-  an  old  apparatus,  in  which  the  new  apparatus  is 
very  much  cheaper  than  the  old.  It  is  a  drop  in  the  bucket  — ■ 
]  mean,  it  does  not  represent  anything  in  dollars  and  cents, 
except  as  a  very  good  example  of  what  effect  is  going  on  all 
the  time. 

Q.  It  is  a  very  extreme  example,  but  one  which,  as  far  as 
the  repeating  coils  go,  does  not  amount  to  anything  in  the 
expense  account? 

A.  It  is  very  small  in  dollars  and  cents.  It  is  a  very  good 
example  of  what  is  taking  place  right  through. 

O.  You  stated  that  the  figures  furnished  by  the  Inde- 
pendent companies  were  inaccurate.  On  what  do  you  base 
that  statement? 

A.  Xo,  I  did  not  say  that.  The  figures  that  I  had  of 
Independents  were  not  necessarily  accurate,  because  they  had 
to  be  obtained  from  all  kinds  of  sources.  I  have  not  obtained, 
necessarily,  the  official  figures  of  the  Independent  company 
in  every  case.  Sometimes  they  are  obtained  from  a  study  of 
the  Independent  directory.  Sometimes  they  are  obtained  from 
official  reports  made  by  the  Independent  companies.  The 
Independent  companies  in  every  case  do  not  give  a  report  of 
the 'number  of  stations.  I  cannot  get  an  official  report  of  an 
Independent  company  unless  they  publish  it.  That  is  what  I 
meant.     Is  that  clear? 

A.  There  was  not  any  feeling  on  your  part,  then,  that  the 
figures  furnished  by  the  independent  companies  are  inaccurate? 

A.  Oh,  no.     I  did  not  mean  to  imply  that  for  a  minute. 

By  Mr.  ^Iarve  :— 

O.  Have  you  prepared  an  exhibit,  in  the  shape  cf 
figures,  not  of  a  curve,  that  will  show  the  population,  number 
of  stations,  per  cent,  cf  stations  to  population,  miles  of 
toll  circuit,  and  the  number  of  exchanges  of  your  companies 
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\n  tlic  State  of  Pennsylvania  from  the  year  1884  to  the  year 
1914? 

A.  Yes,  sir. 

0.  Is  that  the  piece  of  paper  I  now  show  you  ? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  ConijDany  of 
Pennsylvania  and  Associated  Companies,  State  of  Pennsyl- 
vania, Population  and  Telephone  Development,  1884-1914" 
offered  in  evidence  and  marked  Exhibit  3-K.) 
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By  Mr.  Marye  :— 

Q.  Please  take  Exhibit  3-K  and  state  where  you  got 
the  figures  for  population  that  you  have  in  the  second 
•column. 

A.  That  is  from  tlie  Census. 

O.  The  United  States  Census? 

A.  Yes. 

Q.  Where  did  you  get  the  figures  for  1911,  1912.  1913 
and  1914? 

A.  Those  are  projected. 

O.  Where  did  you  get  the  numljer  of  stations  in  service 
in  the  various  years  ? 

A.  Those  are  from  the  records  of  the  Company. 

O.  Where   did  you  get  the   miles   of  toll  circuit? 

A.   From  the  records  of  the  Company. 

O.  And  the  number  of  stations  in  service? 

A.  From  the  records  of  the  Company. 

Q.  And  the  per  cent,  of  stations  to  population? 

A.  That  is  column  3  divided  by  column  2. 

Mr.  Marye  :  I  think  that  exhibit  explains  itself,  and  I 
have  no  questions  to  ask  unless  the  Commission  would  like 
to  ask  some. 

By  Commissioner  Johnson: — 

Q.  Your  growth  consists  mainly  in  increasing  the  patron- 
age at  each  exchange,  or  the  number  of  stations  connected 
with  an  exchange,  rather  than  in  the  establishment  of  new 
exchanges?  You  have  exchanges  in  service  in  1906,  369. 
and  in  1914,  393.  A\'ith  a  very  large  increase  in  the  number 
of  stations,  you  have  a  comparatively  small  increase  in  ex- 
changes, which  would  seem  to  indicate  that  }'our  cultivation 
is  intensive,  rather  than  extensive,  in  the  develoj^ment  of  the 
service. 

A.  That  is  not  exactly  right,  because  we  practically  have 
the  whole  State  covered  with  exchanges,  and  the  area  of 
the  development  of  each  one  of  those  exchanges  is  constantl} 
increasing. 

O.  Then  is  it  or  is  it  not  true  that  you  are  developing 
the  profitable  territory,  in   a  comparatively  few  centers,  and 
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leaving-  undeveloped  the  less  profitable  territory,  which  would 
comprise,  physically  speaking-,  the  larger  part  of  the   State? 

A.  I  should  say  that  that  was  not  true.  I  should  say  that 
we  were  taking  care  of  the  demand  of  both  the  profitable  and 
unprofitable  business  all  over  the  State.  In  fact,  that  is  one 
of  the  difiiculties  of  the  telephone  business — the  necessity,  as 
we  see  it,  of  developing  the  unprofitable  business  constantly. 
We  consider  it  our  duty. 

Q.  Is  it  not  the  policy  of  your  Company  to  leave  to  local 
companies  the  initial  development  of  the  thin  territory,  with 
a  view  subsequently  to  taking  over  the  Independent  company, 
after  it  has  gone  through  the  pains  of  development? 

A.  What  do  vou  mean  by  Independents? 

O.  I  mean  local  companies. 

A.  A  local  company  which  has  an  agreement  with  us? 

0.  No,  I  mean  a  company  that  may  have  no  agreement 
with  you  ;  that  you  leave  it  to  an  outside  company  to  develop 
the  new  territory,  the  thin  territory. 

A.  Oh,  no,  because  it  is  no  use  to  us  in  having  that  devel- 
opment, unless  that  development  is  connected  to  our  system. 
It  is  true  that,  in  a  great  many  cases  in  small  rural  districts, 
we  arrange  with  a  local  company  to  develop  that  territory, 
and  connect  with  our  System.  They  can  do  it,  apparently, 
better  than  we  can.  They  do  it  in  less  elaborate  form  than 
we  do.  The  farmers  perform  the  labor  in  the  winter,  when 
they  have  little  to  do,  and  they  are  able  to  do  it  probably 
cheaper  than  we  are,  and  for  that  reason  it  is  an  economical 
thing  to  do.  But  we  do  not  leave  territory  undeveloped.  We 
develop  the  territory  either  ourselves,  or  through  a  person 
with  whom  we  have  a  connecting  agreement,  all  over  the 
State. 

O.  Suppose  there  had  been  no  Independent  companies  in 
Pennsylvania  during  the  past  thirty  years,  since  1S84.  Would 
there  be  anywhefe  near  as  general  a  development  of  the  tele- 
phone service  in  the  State  as  there  is  at  the  present  time,  there 
being,  I  believe,  some  200  Independent  companies  in  the  State? 

A.  That  is  a  pure  matter  of  judgment.  I  personally  think 
there  would. 

O.  You  think  it  would  have  been  the  policy  of  the  Bell 
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Telephone  Company  to  have  developed  the  local  territory,  do 
you,  so  as  to  have  covered  the  State  generally? 

A.  I  cannot  say  that.  All  I  can  say  is  this,  that,  if  with- 
out Independent  telephone  companies  the  policy  of  the  Bell 
Telephone  Company  has  heen  the  same  as  it  is  with  Inde- 
pendent companies.  I  think  the  Bell  system  would  have  had 
enough  additional  telephones  to  make  up  for  the  loss  of  the 
Independent  companies.  What  the  policy  of  the  Bell  system 
would  have  been,  if  there  had  been  no  Independent  companies, 
I  do  not  know.  I  personally  cannot  tell.  I  personally  think 
that  they  w^ould  have  followed  the  same  broad-minded  policy 
that  they  do  follow.  Whether  they  would  have  actually,  I  do 
not  know. 

O.  The  question  that  is  in  my  mind,  of  course,  is  as  to 
the  future  development  of  the  telephone  business  in  the  State. 
It  would  seem,  superficially,  that  the  Bell  Telephone  Company 
had  increased  the  number  of  its  exchanges  slowdy,  and  that 
the  Independent  companies  had  been  a  very  important  factor 
in  telephone  development  in  the  smaller  communities  in  the 
State  in  the  past.  The  tendency  of  business  is  toward  con- 
solidation, of  course,  of  the  smaller  companies  into  the  larger 
companies.  I  suppose  we  may  expect  that  tendency  to  operate 
in  the  telephone  business,  as  it  does  elsewhere,  in  the  future. 
Does  that  indicate  a  future  neglect  of  the  local,  thin  territory, 
as  far  as  the  telephone  business  in  the  State  of  Pennsylvania 
is  concerned? 

A.  All  I  can  say  to  that  is,  that  it  is  the  policy  of  the  Bell 
Telephone  Company  to-day  absolutely  not  to  neglect  any  of 
the  thin  territory.  I  can  sa\-  that,  because  I  see  it,  and  I  see 
it  from  the  point  of  viev/  that  it  tends  to  run  the  costs  up. 
The  development  of  thin  territory  tends  to  run  the  annual 
costs  up  and  the  revenues  down,  and  that  is  the  way  I  see  the 
thing  coming  in  all  the  time,  and  why  it  interests  me  as  an 
engineer,  and  it  is  the  policy  of  the  Company  t-o  give  universal 
service.  That  advertisement  we  put  into  the  newspapers,  that 
we  give  universal  service,  is  not  an  advertisement  simply ;  it 
is  what  w^e  are  doing,  what  we  fellows  are  instructed  to  do 
and  are  doing.     Is  that  clear? 

Commissioner  Johnson  :    Yes,  that  is  a  definite  answer. 
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By  Commissioner  Brecht: — 

O.  Is  it  the  practice,  under  certain  conditions,  to  combine 
or  consolidate  two  or  three  exchanges  into  one  exchange  area? 

A.  You  mean  as  it  grows? 

O.  Yes. 

A.  Xo.  it  is  rather  the  opposite.  It  is,  however,  the  policy 
to  combine  two  or  three  exchange  areas  into  one — it  has  been 
in  our  ])ast — so  far  as  our  rate  condition  is  concerned.  That 
is,  we  give  free  radius  between  two  exchanges. 

O.  Is  that  determined  by  the  number  of  stations,  or  what 
are  the  conditions? 

A.  That  free  radius? 

O.  No,  that  tendency  to  consolidation. 

A.  That  is  not  a  ph\sical  consolidation,  ^^'e  do  not  con- 
solidate two  central  offices  into  one.  \\'e  simply  give  a  free 
toll  radius  between  the  two. 

O.  After  that  you  \\oul(l  count  it  as  one  exchange  area, 
and  so  enumerate  it  in  this  list  that  you  have  presented  here? 

A.  No,  I  am  wrong  there,  sir.  Those  would  be  two  ex- 
changes with  a  free  toll  radius  between  them.  Alay  I  state 
that  again  ?  The  tendency  is  not  to  consolidate  two  exchanges 
into  one,  but  the  tendency  in  the  last  few  years  has  been  to 
give  a  free  toll  radius  between  exchanges  which  before  had 
not  been  so  conducted. 

O.  The  question  is,  not  whether  it  is  the  tendency,  but 
whether  it  is  actually  done. 

A.  It  is  actually  done. 

O.  And  that  fact,  that  movement,  is  determined  by  what 
— the  num!:!er  of  stations,  or  the  extent  of  the  exchange  area? 

A.  It  is  determined  by  the  local  demand  for  business. 

O.  I  see ;  by  reason  of  the  pressure  of  the  service  ? 

A.  For  instance,  if  there  was  a  toll  rate  between  two 
towns,  one  of  which  v/as  a  county  seat,  there  might  be  a 
change  of  rates- in  such  a  way  that  the  local  rate  was  increased, 
and  the  toll  was  taken  oft".  It  might  be  the  demand  of  the 
public. 

O.  That  would  explain,  in  a  manner,  ^vhy  there  is  an 
apparent  disparity  between  the  increase  in  the  number  of  ex- 
changes and  the  number  of  stations  ? 
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A.  No,  sir,  it  would  not,  because  that  would  not  affect  the 
number  of  exchanges.  As  I  say,  the  exchanges  as  known  in 
that  Hst,  are  practically  never  combined.  The  two  exchanges 
are  practically  never  combined.  I  did  not  get  the  drift  of  your 
question  when  you  started,  and  that  is  v/hy  I  confused  you.  I 
think.  Cases  where  two  exchanges  are  combined  into  one  are 
so  few  that  it  is  a  negligible  factor,  as  far  as  that  list  is  con- 
cerned. 

O.  That  is,  the  wdnole  State  of  Pennsylvania  is  divided 
into  exchange  areas,  or  districts,  at  the  present  time,  is  it  not? 

A.  Yes,  sir. 

O.  And  that  number  will  be  constant  and  will  not  be 
■changed ;  has  been  that  way  for  some  time  ? 

A.  No,  that  number  will  increase  as  w^e  develop  new 
areas. 

Q.  Then  there  will  be  a  division  of  certain  exchange 
areas  ? 

A.  Yes,  sir. 

By  Mr,  Marye  :— 

O.  Have  you  prepared  an  exhibit  showing  the  char- 
acter of  population  in  the  various  States  of  the  Union,  and 
the  telephone  development  in  those  States? 

A.  Yes,  sir. 

O.  Is  that  the  exhibit  to  which  you  refer? 

A.  Yes,  sir. 

(Chart  showing,  by  States,  Character  of  Population,  Per 
Cent,  of  Illiterates,  and  Telephone  Development,  oft'ered  in 
evidence  and  marked  Exhibit  3-L. ) 
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]5v  Mr.  IMarve: — 

O.  Will  you  very  briefly  explain  how  this  Exhibit  3-L 
is  made  up? 

A.  This  represents  the  development  of  telephones  in 
eacli  State  in  the  Union,  together  with  an  analysis  of  the 
])opulation  in  the  State.  The  analysis  of  the  population  is 
taken  from  the  Census  of  the  United  States,  and  the  tele- 
])hone  development  is  taken  from  the  records  of  the  Bell 
Company.  The  records  include  an  estimate  of  the  Inde- 
pendent development,  this  estimate  being  gotten  from 
official  figures  wherever  possible.  The  States  are  arranged 
in  the  order  of  their  development.  That  is,  Iowa,  is  placed 
first  because  it  has  the  highest  telephone  development,  with 
South  Carolina  last,  with  the  lowest  telephone  develop- 
ment, and  Pennsylvania,  No.  31,  as  being  the  thirty-first 
out  of  forty-nine  States  represented.  The  green  dotted  line 
running  across  the  sheet  represents  the  percentage  develop- 
ment. That  is,  there  are  19  telephones  for  e\'ery  hundred 
people  in  Iowa ;  there  are  something  over  7,  between  7  and 
8  telephones,  for  every  100  people,  in  Pennsylvania,  down 
to  the  lowest  in  South  Carolina,  with  a  little  over  2  tele- 
])hones  for  every  100  people. 

Q.  The  blue  column  represents  wdiat? 
A.  Taking  each  State  separately,  that  part  of  the 
column  which  is  blue  represents  native  born  wdiites ;  the 
part  which  is  red,  the  native  born  whites  with  foreign  or 
mixed  parents,  and  the  yellow  represents  the  foreign  born 
whites,  and  the  brown,  negroes,  Japanese,  Chinese  or 
Indians.  The  point  that  I  wished  to  bring  out  by  this  ex- 
hibit was  that  the  State  of  Pennsylvania,  in  which  there  is 
every  indication  that  the  inhabitants  are  as  high  class  as 
those  in  Iowa.  Nebraska,  California,  Kansas,  or  Oregon, 
has  a  7%  development,  whereas  those  States  have  a  develop- 
ment of  \S%  or  more.  Therefore,  it  seems  perfectlv 
legitimate  to  expect  that  Pennsylvania  ultimately  would 
have  a  development  per  inhabitant  equal  to  these  other  States.' 
The  curve  starting  in  the  lower  left  hand  corner  and  running 
across  to  the  upper  right  hand  corner,  represents  the  per- 
centage of  illiterates,  and  this  is  very  interesting,  as  indicating 
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that  the  telephone  development  is  practically  inversely  propor- 
tional to  the  percentage  of  illiterates. 

O.  The  more   illiterates,  the   fewer  telephones? 

A.  The  more  illiterates,  the  fewer  the  telephones. 

By  Commissioner  Johnson  : — • 

O.  You  are  rather  hard  on  Arizona,  are  you  not  ? 

A.  No ;  I  see  what  you  mean.  The  percentage  of  illiter- 
ates should  refer  back  to  that  first  column  ;  that  is,  it  is  be- 
tween 20%  and  21%,  not  over  100%.  The  percentage  of  illit- 
erates is  taken  from  the  census. 

By  Mk.  French  : — 

O.  Is  this   Bell  development   or  total  development  ? 
A.  No,  sir,  this  is  total  development. 

By  Commissioner  Johnson: — 

O.  Of  what  year  is  this,  1907.  or  1910? 

A.  These  are  the  census  reports  of  1910.  The  telephony 
development  is  not  1910;  the  telephone  development  is  1912 
Therefore,  they  do  not  exactly  co-ordinate,  but  I  thought 
it  was  near  enough  to  indicate  the  situation. 

By  Mr.  jMarye  :— 

O.  How  about  the  District  of  Columbia?  How  have 
you  treated  that  on  this  map? 

A.  The  station  figures  for  the  District  of  Columbia  were 
not  given  separately  from  Maryland.  They  \vere  included 
in  IMaryland,  so  that  the  column  for  Maryland  includes  both 
Maryland  and  the  District  of  Columbia,  the  District  of 
Columbia  being  such  a  small  area  that  it  has  not  been  sepa- 
rated. 

O.  You  treated  that  as  a  part  of  Maryland  ? 

A.  Treated  it  as  a  part  of  Maryland. 

By  Commissioner  Johnson  : — 

O.  The  distinctively  agricultural  States  have  a  very 
high  telephone  development  ? 

A.  I  have  some  figures  on  that. 
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Q.  That  is  shown  by  your  tabulation  here? 

A.  Yes. 

Q.  The  distinctively  agricultural  States  have  a  very 
high  telephone  development ;  next  come  the  manufacturing 
States,  and  last  the  Southern  States? 

A.  Yes. 
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Professor  Mortimer  E.  Cooley,  having  been  duly  sworn, 
was  examined  as  follows : 

By  iAIr.  Marye:— 

O.  Will  3'oti  please  state  your  full  name  and  residence? 

A.  Mortimer  E.  Cooley;  Ann  Arbor,  Michigan. 

O.  What  is  your  occupation? 

A.  Teacher. 

O.  What  is  your  present  position  ? 

A.  Dean  of  the  Department  of  Engineering  and  Pro- 
fessor of  the  Mechanical  Engineering,  in  the  University  of 
Michigan,  at  Ann  Arbor. 

O.  How  long  have  you  occupied  that  position  ? 

A.   Since  1881. 

Q.  Prior  to  that  time  were  you  connected  with  that  Uni- 
versity? 

A.  No,  I  was  in  the  Navy  prior  to  that  time. 

O.  Where  were  you  educated? 

A.  In  the  public  schools,  district  schools,  of  Ontario 
County,  New  York,  first ;  then  the  Canandaigua  Academy,  and 
after  that  the  United  States  Naval  Academy. 

O.  What  years  were  you  at  the  Naval  Academy? 

A.   1874,  graduating  in  1878. 

Q.  What  career  did  }ou  follow  between  the  time  you 
left  the  Navy  and  became  connected  with  the  University  of 
Michigan  ? 

A.  I  went  to  Ann  Arbor  as  a  detail  from  the  Navy  De- 
partment, under  the  Federal  law  which  permitted  the  detail 
of  engineer  officers  to  teach  iron  shipbuilding  and  steam  engi- 
neering, at  the  different  colleges  in  the  land. 

O.  At  that  time  there  were  comparatively  few  techno- 
logical schools  in  this  country? 

A.  There  were  only  a  couple,  as  I  remember  it,  two  or 
three. 

O.  And  at  that  time  the  country  had  to  look  almost  ex- 
clusively to  the  United  States  ]\lilitary  Academy  at  West  Point 
and  to  the  Naval  Academv  at  Annapolis  for  such  instruction? 

A.  Yes,  and  also  to  the  Rensselaer  Polytechnc  at  Troy,  and 
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to  the  Stevens  Institute  of  Technology  at  Hoboken,  and  a  verv 
few  others. 

O.  Have  yon  had  any  experience  in  making  appraisals 
of  the  property  of  railroads  and  of  public  utility  properties  in 
this  country? 

A.  Yes ;  I  have  been  engaged  in  that  work  since  1899. 

O.  Could  you  tell  us  about  the  amount  of  property  that 
you  have  appraised  during  that  time? 

A.  The  property  which  I  have  appraised,  or  with  which  I 
have  been  connected  in  appraisals  and  investigations,  I  should 
say,  might  in  the  aggregate  be  somewhere  between  one  and  a 
quarter  and  one  and  a  half  billions  of  dollars. 

O.  Have  you  in  person  had  entire  charge  of  making  the 
appraisals  of  such  properties? 

A.  Yes.  I  had  entire  charge  of  the  appraisal  of  the  phys- 
ical elements  of  the  railroads,  and  all  of  the  so-called  specific 
tax-paying  properties,  in  Michigan  in  1900,  and  1903,  and 
1905. 

O.  For  whom  did  you  act? 

A.  For  the  Michigan  Tax  Commission  in  1900,  and  for 
the  Attorney-General  in  1903  and  1905. 

O.  Have  you  appraised  properties  outside  of  the  State  of 
Michigan? 

A.  Yes,  I  was  one  of  the  appraisers  of  the  Chicago  Street 
Railway  properties  in  1906,  and  was  connected  with  the  ap- 
praisal and  investigation,  in  a  consulting  capacity,  of  the  Wis- 
consin Railroad  Commission  in  1903. 

O.  Whom  did  you  represent  in  that  connection? 

A.  The  State. 

O.  The  State  of  Wisconsin? 

A.  The  State  of  Wisconsin ;  and  the  City  of  Chicago  in 
the  appraisal  in  1906. 

O.  Have  you  acted  in  the  capacity  of  consulting  engi- 
neer or  advisor  for  any  regulatory  commissions  in  any  of 
the  States? 

A.  I  have  for  a  number  of  years  been,  and  am  at  the 
present  time,  the  consulting  advisor  of  the  Michigan  Railroad 
Commission. 

Q.  And  at  the  present  time  are  you  acting  in  that  capacity 


Mortiuicr  E.  Cooky.  889a 

in  the  appraisal  of  properties  of  public  utility  companies  in  the 
State  of  Michigan? 

A.  \es.  It  has  been  decided  within  the  past  ten  days 
to  value  the  property  of  the  Pere  }klarquette  Railroad  System, 
the  Railroad  Commission  having  charge  of  it,  and  there  is 
also  an  investigation  on  foot  at  the  present  time  of  the  tele- 
phone industry  in  the  City  of  Detroit  being  conducted  under 
the  direction  of  the  ^Michigan  Railroad  Commission. 

O.  And  you  are  advising  the  Commission  in  that  con- 
nection ? 

A.  Yes.  sir. 

O.  About  how  much  do  you  estimate  the  property  of  the 
Pere  Marquette  Railroad,  or  of  the  receivers  thereof,  to  be? 

A.  The  reproduction  cost  of  the  system  will,  I  think,  ap- 
proximate $70,000,000. 

O.  Have  you  ever  been  connected  in  any  capacity  with 
the  Interstate  Commerce  Commission? 

A.  Yes,  I  was  for  five  years  chairman  of  the  Block  Signal 
and  Train  Control  Board  of  the  Interstate  Commerce  Com- 
mission. 

O.  Have  }oi:  ever  appeared  as  a  witness  before  commis- 
sions, or  other  regulatory  bodies? 

A.  Yes,  quite  a  number. 

O.  Could  you  mention  a  few  of  them? 

A.  Yes ;  the  ^^'isconsin  Railroad  Commission  in  the  in- 
vestigation of  the  ^Milwaukee  Street  Railway  Case ;  in  Min- 
neapolis, in  connection  with  the  electric  light  and  power  in- 
dustry of  that  city;  in  St.  Louis,  in  connection  with  the 
electric  light  and  power ;  in  Cleveland,  in  connection  with  the 
street  railway  system  there;  back  in  the  early  days  in  Detroit, 
in  connection  with  the  street  railway  system,  but  not  in  the 
recent  investigations;  in  Xew  York,  in  connection  with  the 
^Metropolitan  investigation  a  few  years  ago ;  in  Boston,  in 
connection  with  the  surface  lines  there,  and  more  recently  in 
Cleveland,  before  the  Interstate  Commerce  Commission,  in 
connection  with  the  South  Buffalo  steam  railroad ;  also  in 
Newfoundland,  a. number  of  years  ago,  when  the  Government 
was  considering  the  question  of  taking  over  certain  parts  of 
the  railroad  svstem  there  from  the  contractors. 
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Q.  The  Government  of — 

A.  Of  Newfoundland. 

Commissioner  Pexxvpacker:     I  think  he  has  quahfied 
as  an  expert. 
Bv  :\Ir.  AIarve:— 

Q.  In  investigating  the  properties  of  public  utility  com- 
panies, what  are  the  elements  that  are  involved,  in  your  con- 
ception, in  an  investigation  for  the  purpose  of  regulating 
rates  ? 

A.  There  are  four  general  divisions,  the  first  being  the 
capital  investment ;  second,  the  operating  expenses ;  third, 
what  I  have  called  a  depreciation  fund,  and  fourth,  what  I 
have  called  a  sinking  fund,  the  third  and  fourth  being  com- 
bined in  some  cases. 

Q.  In  investigating  what  you  have  now  termed  the  in- 
vestment, do  you  make  an  appraisal  of  the  properties? 

A.  Yes. 

O.  On  what  basis  do  you  make  that  appraisal? 

A.  For  the  purposes  of  rates,  always  the  cost  of  repro- 
ducing the  property  out  of  new  elements. 

Q.  In  that  study,  w^hat  are  the  elements  that  should  be 
taken,  in  your  opinion,  into  consideration? 

A.  There  are,  of  course,  the  physical  elements  which  ap- 
pear in  an  inventory  and  which  can  be  seen  and  counted, 
weighed  and  measured.  They  constitute  the  physical  property, 
as  inventoried.  Then  there  are  other  items  belonging  in  the 
appraisal,  which  are  usually  referred  to  as  overhead  items, 
overhead  costs  or  overhead  charges,  which  are  not  seen  in  the 
inventory  and  which  have  to  be  estimated  or  computed  from 
data  obtained  by  experience  in  the  building  of  properties. 
Those  items,  which  are  not  capable  of  being  inventoried,  are 
the  preliminary  costs  covering  investigation  as  to  feasibility 
of  project — I  have  called  that  Item  1 — having  in  mind  a 
■rhronological  order — and  then  comes  the  physical  property 
per  sc,  the  elements  which  can  be  inventorierl :     That  is  Item  2. 

By  Commissioner  Pennypacker: — 

Q.  It  is  not  altogether  clear  to  me :  what  are  these  over- 
head charges  that  you  speak  of? 
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A.  The  costs  which  are  necessarily  incurred  in  connec- 
tion with  the  building  of  the  property,  but  which  do  not  appear 
as  inventoried  elements.  That  is,  to  illustrate,  engineering  is 
an  overhead  charge  or  cost.  Interest  on  the  investment  during 
the  construction  period  is  an  overhead  cost.  Insurance  and 
taxes  during  the  construction  period  are  overhead  costs.  Con- 
tingencies on  construction  are  overhead  costs.  Contractors' 
profits,  general  contractors'  profits,  may  or  may  not  be  over- 
head costs,  depending  on  how  they  are  incorporated. 

Q.  I  got  the  impression  that  it  was  something  in  connec- 
tion with  an  inventory  of  the  property,  but  those  items  all 
seem  to  be  about  other  matters,  and,  I  suppose,  would  be 
shown  in  the  books  of  the  corporation. 

A.  They  might  be  shown  in  the  books  of  a  corporation, 
if  they  had  been  kept  in  that  way.  After  the  physical  prop- 
erty. Item  No.  2,  comes  the  third  item,  general  contingencies 
applicable  to  the  property  as  a  whole,  as  distinguished  from 
special  contingencies  applicable  to  particular  items.  For  ex- 
ample, if  the  property  is  made  up  of  a  large  number  of  items, 
as  they  almost  always  are,  the  buildings  in  a  property  may  re- 
quire one  grade  of  engineering  or  architecture  and  supervision 
and  perhaps  one  grade  of  contingencies,  which  go  to  make  up 
the  building  itself,  the  cost  of  the  building  itself.  Likewise 
the  road-bed,  if  it  be  a  railroad,  would  have  its  special  items  of 
engineering  and  supervision  during  construction,  and  different 
items  of  contingencies  different  perhaps  from  those  of  a 
building.  Then  if  it  were  a  steam  power  plant,  there  would 
be  other  individual  items  of  engineering  and  contingencies 
and  special  costs,  peculiar  to  the  item  itself.  And  so  with  all 
the  individual  items  of  the  inventory,  we  have  special  items 
of  engineering,  supervision  and  contingencies.  Those  belong 
to  the  cost  of  the  item,  usually,  and  frequently  are  incorpo- 
rated in  the  unit  costs.  Then,  on  top  of  all  that,  when  we  have 
summed  them  up  into  a  total,  there  is  another  engineering 
charge,  a  general  engineering  charge,  applicable  to  the  whole, 
as  distinguished  from  specific  engineering  charges,  and  there 
is  also  a  general  contingency  charge  applicable  to  the  whole 
structure,  and  these  latter  items  are  overhead  costs  or  charges 
and  those  are  the  ones  I  mean  in  Item  3,  where  I  sav,  "General 
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contingencies  applicable  to  the  property  as  a  whole,  as  dis- 
tinguished from  special  contingencies  applicable  to  particular 
items."  Then  comes  the  fourth  item,  as  I  have  arranged  them, 
the  general  contractor's  profits,  or  the  profits  to  an  engineer- 
ing firm  building  the  property  on  the  cost  plus  a  percentage 
plan.  I  am  now  presenting  different  ways  by  which  properties 
are  created.  A  good  illustration  of  the  general  contractors' 
profit  is  the  Detroit  River  tunnel.  After  a  great  deal  of  con- 
sideration on  the  part  of  the  engineers — and  I  speak  from 
knowledge  obtained  by  talking  with  those  engineers,  with 
whom  I  was  well  acquainted — it  was  determined  to  let  the 
building  of  this  Detroit  River  tunnel  to  a  general  contractor, 
rather  than  for  the  railroad,  or  the  tunnel  company,  to  attempt 
to  build  it  itself.  Then  the  general  contractor  sub-let  parts 
of  the  Detroit  River  tunnel,  and  thus  the  tunnel  was  con- 
structed. Each  of  the  sub-contractors,  of  course,  obtained  his 
profit,  and  the  general  contractor  on  top  of  that  obtained  his 
profit,  and  it  happened  that  the  general  contractor's  profit  in 
the  Detroit  River  tunnel  was  a  very  large  one.  He  made  over 
a  million  dollars,  but  nobody  knew  that  in  advance.  It  was 
an  unknown  undertaking  in  that  case,  and  the  railroad  rather 
preferred  to  place  the  risk  upon  the  general  contractor  than  to 
assume  it  itself.  So  there  came  in,  and  there  exists  in  the  De- 
troit River  Tunnel  Company  to-day,  as  a  utility  in  the  State 
of  ]\Iichigan,  and  in  Canada,  a  general  contractor's  profit  of 
about  $1,000,000,  over  and  above  what  it  perhaps  might  have 
cost  had  the  railroad  undertaken  to  build  the  tunnel  itself. 

By  Mr.  Marye:— 

Q.  Has  that  been  allowed  by  the  regulating  bodies? 

A.  I  have  never  heard  it  questioned.  Then  I  referred  also 
to  the  building  of  properties  on  the  cost  plus  a  percentage  plan. 
Some  of  the  large  companies  of  this  country  undertake  to  do 
all  of  the  engineering,  and  to  have  charge  of  the  building  of 
the  property  from  the  beginning  to  the  end,  and  take  as 
their  profits  10%  on  the  cost;  but  this  lO^c  is.  as  a  rule. 
figured  on  the  entire  cost,  which  includes  the  costs  of  the 
engineering  done  by  the  company  and  the  supervision  done 
by  the  company,  so  that  the  109^-   is  absolutelv  a  net  profit, 
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and  those  costs  go  into  the  property  -and  are  recognized 
as  proper  costs.  Then  in  Chicago  we  have  perhaps  a  rather 
remarkable  incident,  in  these  times,  of  a  contractor's  profit 
being  allowed  in  the  cost  of  the  property,  although  the  prop- 
erty is  built  by  the  company.  The  1906  street  railroad  valua- 
tion of  Chicago  led  to  new  franchises  and  a  new  organization, 
in  which  it  was  necessary  to  rehabilitate  or  rebuild  the  entire 
street  railroad  system  of  Chicago,  at  an  expense  quite  equal 
to  the  first  cost  of  the  properties.  For  example,  the  properties 
^^•ere  valued  in  1906  at  $50,000,000  and  they  spent  $40,000,000 
in  rehabilitating  them.  After  the  franchises  were  passed  and 
agreed  upon  and  signed,  the  company  asked  permission  to 
build  its  own  properties,  and  to  take  thereupon  a  contractor's 
profit.  I  had  nothing  whatever  to  do  with  that,  but  it  stands 
to-day  that  the  street  railway  companies  of  Chicago  are  re- 
ceiving a  107c  contractor's  profit  for  rehabilitating  their  prop- 
erty, and  it  is  recognized  in  the  City  of  Chicago  as  proper. 

Now  the  fifth  item  in  my  order  is  general  engineering 
and  superintendence  during  the  construction.  I  have  already 
explained  that  that  is  over  and  above  the  engineering  charges 
that  belong  specifically  to  the  items  in  the  inventory.  Then 
comes  insurance  and  taxes ;  insurance  against  fire  and  insur- 
ance against  accident  during  the  period  of  construction  of  the 
property,  which  sometimes  are  quite  large  items.  Although 
the  property  is  not  occupied  for  the  purpose  for  which  the 
utility  is  built,  still  the  taxes  are  assessed  on  such  parts  of  the 
property  as  are  completed,  in  many  instances. 

The  seventh  item  is  organization,  administration  and  legal 
expenses  connected  with  the  building  of  the  property.  This, 
item  of  organization,  administration  and  legal  expenses  in 
many  cases  includes  the  first  item  named  by  me,  namely,  the 
preliminarv  costs  covering  investigations  as  to  the  feasibility 
of  the  project.  The  eighth  is  the  cost  of  promotion,  or  the 
promoter's  profits.  That  is  an  item  that  has  to  be  considered 
in  every  utility  property.  The  ninth  is  interest  during  the  con- 
struction period;  interest  on  the  mone\'  expended  during  the 
construction  period.  Then,  tenth,  we  acquire  our  office  furni- 
'ure  and  fixtures,  which  are  really  inventory  items,  but  they 
■  come  at  this  point  of  the  valuation,  because  they  bear  no  in- 
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terest.  They  come  after  the  interest  period,  presumably,  and" 
are,  therefore,  put  at  this  point  in  the  vahiation ;  likewise  stores 
and  supplies,  the  eleventh  item.  They  are  bought  just  prior 
to  the  starting  of  the  plant.  Last  of  all,  perhaps,  is  the  work- 
ing capital,  leaving  the  plant  ready  to  begin  operations.  That 
constitutes  what  you  might  call  plant  costs. 

After  the  plant  begins  to  operate  we  have  the  second  gen- 
eral head,  of  operating  expenses,  which  includes  operating 
expense  per  se,  that  is,  salaries,  wages,  fuel  and  other  supplies, 
repairs  and  up-keep,  and  all  expenditures  required  in  render- 
ing the  service  of  the  utility,  including  insurance  and  taxes. 
Those  are  the  operating  expenses,  as  distinguished  from  other 
expenses,  of  which  I  am  now  to  speak. 

Then  the  fourteenth  item  is  the  return  on  the  invest- 
nient ;  that  is,  on  the  actual  cost  of  the  property.  It  is  the 
interest  on  the  securities,  or  the  dividends  on  the  stock. 
The  fifteenth  item  is  the  interest  on  the  floating  debts. 
There  are  always  more  or  less  floating  debts,  of  course,  dur- 
ing the  operation  of  utilities,  and  that  interest  has  to  be 
paid  the  same  as  any  other  expense,  and  it  may  include  the 
cost  of  financing.  If,  when  the  securities  ha^■e  been  put 
upon  the  market  there  have  been  costs  of  1)rokerage  and 
discounts,  that  may  be  thrown  into  the  floating  debt  and 
carried  as  an  interest  charge,  and  would  have  to  be  paid 
out  of  earnings. 

Then  comes  the  cost  of  establishing  the  business,  the 
sixteenth  item,  the  sums  of  money  required  to  be  borrowed, 
with  interest  on  the  same,  to  make  good  the  difiFerence  be- 
tween the  earnings  and  the  expenditures  up  to  the  time 
that  the  earnings  become  sufficient  to  take  care  of  all  ex- 
penditures. This  frequently  extends  over  a  period  of  years 
and  almost  always  there  are  deficits,  because  the  earnings 
are  not  sufficiently  large  to  meet  all  of  the  expenditures, 
and  those  deficits  summed  up,  together  with  interest  on 
the  same,  constitute  the  cost  of  establishing  the  business, 
sometimes  spoken  of  as  the  cost  of  procuring  a  going  con- 
cern, and  very  improperly  spoken  of  in  this  connection  as 
gomg  concern   value.     Tt  is   going  concern   cost   in   a   rate 
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case.  It  might  be  the  going  concern  value,  if  it  were  a 
tax  case. 

O.  Or  a  case  of  exchange  or  sale? 

A.  Or  a  case  of  exchange  of  property  ;  but  I  call  atten- 
tion to  it  particularly,  because  there  is  almost  a  universal 
use  of  the  words  "going"  concern  value,"  when  people  mean 
going  concern  cost.  This  going  concern  cost,  or  cost  of 
establishing  the  business,  may  be  incorporated  in  the 
capital,  or  it  may  be  carried  as  a  floating  debt  and  taken 
charge  of,  that  is,  amortised,  out  of  future  earnings.  It 
makes  no  difl:"erence  in  principle  whether  it  is  put  into 
■capital,  or  amortised  out  of  earnings  for  a  period  of  years ; 
in  either  case,  the  money  to  pay  the  interest  on  it  and  to 
pay  the  principal  must  come  out  of  earnings. 

Then  the  third  general  head  is  what  I  have  here  called 
•depreciation  fund ;  the  creation  of  a  depreciation  fund — that, 
perhaps,  is  the  least  understood  element,  entering  into  the 
question  of  rates,  of  any  to-day.  I  think  I  may  venture 
to  say  that,  prior  to  ten  years  ago,  or  fifteen  at  the  outside, 
the  question  of  depreciation,  so  far  as  it  affects  rates,  had 
little  or  no  significance  in  the  minds  of  the  public,  and  little 
or  no  significance  in  the  minds  of  corporation  officials  ;  and 
I  think  I  may  also  venture  to  say  that,  even  to-day,  in  the 
minds  of  the  chief  officers  of  many  of  our  most  important 
vitilities,  there  is  no  real  appreciation  of  the  importance  of 
this  element  of  depreciation.  I  refer  specifically  to  the 
steam  railroads  of  the  country.  It  is  only  within  a  very 
few  years  that  this  element,  depreciation — in  general,  now 
— is  coming  to  be  appreciated,  and  its  importance  as  bear- 
ing upon  the  ciuestion  of  rates  or  charges  to  be  made  for 
service  rendered  by  a  utility,  has  come  to  be  understood. 

I  have  mentioned  a  fourth  general  item,  which  I  have 
called  a  sinking  fund.  It  is  in  the  nature  of  a  depreciation 
charge,  and  might  have  been  included  under  the  head  of 
depreciation,  and,  in  the  case  which  you  are  hearing,  it  is 
included  under  the  head  of  depreciation;  but  I  have  pre- 
ferred to  separate  these  different  elements,  as  far  as  possible, 
to  facilitate  discussion  of  them  and  to  avoid  confusion. 
Speaking  specifically  to  the  words  ''sinking  fund,"  I  have 
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in  mind  llic  sums  of  money  that  must  be  put  apart  every 
vear  to  take  care  of  the  difference  between  what  the  prop- 
erty has  cost  and  what  it  can  be  maintained  at.  For  ex- 
ample, and  to  illustrate :  if  a  property  costs  $100,  and  is 
made  up  of  a  vast  number  of  elements,  these  elements  hav- 
ing different  periods  of  life,  after  the  property  has  been  in 
use  for  a  time,  some  of  the  elements  have  been  worn  out 
and  have  been  replaced  with  new  elements,  and  the  prop- 
erty gradually  comes  into  a  stable  condition,  standing  say 
around  about  80%  if  what  it  costs;  that  is,  costing  $100.  it 
stands  around  about  $80. 

By  the  Chairman  (Mr.  Wallace)  : — ' 

O.  Is  not  that  a  new  definition  or  use  of  the  words  sink- 
ing fund  ?  It  is  not  customary  to  the  layman  to  think  of  a 
sinking  fund  in  the  manner  stated  by  you. 

A.  I  will  extend  the  definition  in  just  one  moment,  if  you 
will  abide  with  me.  This  property,  then,  is  maintained,  we 
will  say,  in  perpetuity  at  an  80%  condition,  and,  if  yoii 
were  to  appraise  it  at  any  time,  you  would  find  present  there 
a  value  of  about  $80,  although  it  cost  $100.  Now  as  I  have 
used  the  sinking  fund  in  this  classification,  it  has  to  do  only 
with  the  difference  between  what  the  property  cost  and  what 
it  can  be  maintained  at.  It  happens,  however,  that  many  prop- 
erties are  written  off  from  year  to  year,  so  as  to  restore  to 
capital  the  entire  cost  of  the  property  at  the  end  of  a  given 
time,  in  which  case,  instead  of  the  20%  that  I  have  spoken 
of  as  necessary  to  set  up  in  a  sinking  fund,  we  will  have 
to  set  up  50,  60,  75,  or  even  80  or  90%  ;  or.  in  other  words, 
down  to  the  scrap  value  of  the  property.  Then  again,  you 
have  had  the  word  ''sinking-fund"  used  in  connection  with 
individual  elements  of  a  property,  as  for  example  an  engine 
unit  or  a  generator  unit,  a  sinking  fund  or  a  depreciation  fund 
set  up  for  that  particular  unit,  which  will  restore  it  when  it 
is  worn  out;  but  the  principle  of  the  sinking  fund,  and  as  I 
understand  the  term  depreciation  fund  in  this  case  to  be  used, 
of  course  is  the  same. 

Q.  Down  in  our  country  we  use  the  term  sinking  fund  as 
;i  fund  set  up  from  a  special  source  to  take  care  of  a  matur- 
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ing  obligation,  either  by  periods,  or  at  the  end  or  expiration 
of  a  given  term,  principally  in  connection  with  a  bond  issue, 
and  the  sinking  fund  is  created  either  from  the  property  itself, 
or  from  some  resources  placed  into  a  fund  for  the  purpose  of 
retiring  a  debt.  That  is  the  general  use  of  it.  to  my  mind. 
This  other  that  you  speak  of  is,  to  my  mind,  what  we  com- 
monly term  a  depreciation  fund,  or  a  depreciation  reserve  fund, 
which  is  set  up  in  addition  to  a  sinking  fund,  to  take  care  of 
the  elements  as  stated  by  you. 

A.  Yes.  I  have  used  the  word  sinking  fund  because  it  is 
made  up  in  the  same  way,  I  suppose,  and  by  utilization  of  the 
same  tables  as  the  sinking  fund  which  you  describe.  It  is  the 
same  in  principle  and  for  the  same  purpose.  My  point  is  this : 
that  a  property — any  property,  whether  it  be  an  utility  prop- 
erty or  an  industrial — depreciates,  and,  if  you  have  borrowed 
the  money  to  establish  this  property,  you  have  eventually  to 
pay  that  money.  You  go  out  at  the  end  of  15  or  20  years  an-i 
appraise  the  property,  and  you  find  a  certain  percentage  of 
the  cost  of  the  property  present,  and  that  is  the  value  of  the 
property,  in  the  sense  that  it  might  be  disposed  of  for  what 
you  find  present.  Now  the  difference  between  what  you  can 
dispose  of  it  for,  or  what  you  find  there  present  in  the  prop- 
erty by  an  inventory  or  by  an  appraisal,  and  what  the  property 
cost  originally,  we  hate  saved,  put  into  the  sinking  fund,  so 
that  we  can  restore  the  capital  that  we  borrowed  to  build  the 
property  within  the  first  place.  In  that  sense  I  think  it  is  the 
same  as  yours. 

O.  Probably  we  both  mean  the  same  thing,  that  any  dif- 
ference there  is,  whether  there  is  a  debt  to  be  extinguished  or 
a  shrinkage  between  cost  and  actual  appraisal  value,  the  com- 
'~!anv  must  earn  the  money  to  restore  both  of  tliem? 

A.   Precisely. 

O.   And  to  pay  interest  on  the  original  cost? 

A.  Precisely.  I  need  not  have  used  this  phrase  "sinking 
fund."  T  simply  did  it  because  it  was  easier  to  discuss  the 
elements,  it  seemed  to  me.  if  I  divide  1  theiu  as  far  as  possible. 

By  Mr.  ]S1arve: — 

O.   P.ut  vou  understand   that   it  is   the  practice  of   these 
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telephone  comi)anies.  in  their  method  of  handling-  their  busi- 
ness, to  provide  for  that  ])ercentaije  of  shrinkage  throuc;h  their 
dei)reciation  reserve? 

A.  Yes.  I  understand  that  the  depreciation  reserve,  so- 
called,  used  by  the  telephone  companies,  not  only  includes 
what  I  have  described  as  coming  under  the  sinking  fund,  but 
also  includes  such  expenditures  as  are  necessary  to  maintain 
the  integrity  of  the  property  at  all  times  in  a  serviceable 
condition,  that  is.  in  a  condition  to  render  the  service  de- 
manded of  it. 

O.  In  other*  words,  the  replacement  up  to  the  8()% 
value,  plus  the  amount  to  take  care  of  the  ditiference  between 
:80%  and  100%. 

A.  Yes,  sir. 

Q.  Is  included  in  the  depreciation  ? 

A.  In  the  depreciation  reserve  that  you  have  spoken  of. 
and.  as  I  have  used  the  word  in  my  classification,  the  de- 
preciation fund  is  the  fund  which  maintains  the  integrity  of 
the  property  always  at  some  stated  condition,  say  80% ; 
and,  as  I  understand,  yotir  depreciation  reserve  includes  that 
plus  the  sinking  fund. 

Q.  Have  you  completed  your  enumeration  ? 

A.  These  elements  described  by  me,  numbering  18  in  all, 
are  what  may  be  called  general  elemehts,  and  each  of  them, 
of  course,  is  divisible  into  a  large  number  of  elements ;  but 
it  seems  that  these  four  general  heads,  namely,  the  capital 
cost,  operating  expenses,  depreciation  fund  and  sinking  fund, 
which  together  include  the  18  dififerent  items  that  I  have 
spoken  of,  are  the  principal  items  coming  iuto  a  rate-making 
case. 

O.  And  these  elements  that  you  have  enumerated  under 
the  capital  costs,  when  added  together,  give  you  the  basis 
for  testing  rates? 

A.  Yes. 

O.  The  capital  base? 

A.  The  elements  which  I  have  enumerated  under  capital 
costs  are  the  elements  upon  which  the  fair  return,  so  called, 
must  be  paid. 

Q.  A  fair  return  to  whom? 
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A.  To  the  man  who  has  invested  his  money  in  the 
property. 

O.  The  owners  of  the  property? 
A.  The  owners  of  the  property. 

By  Commissioner  Pennypacker: — 

O.  We  are  a  comparatively  youthful  Commission,  and 
not  perhaps  yet  hardened  to  all  these  matters  ;  but  it  would 
seem  to  me  that,  if  you  begin  with  adding  up  all  the  costs 
and  then  in  addition  give  the  profits  of  the  sub-contractors 
and  after  that  the  profits  of  a  general  contractor,  even  if 
there  be  no  general  contractor,  and  then  add  for  contingen- 
cies of  one  kind  or -another,  whatever  they  may  be,  and  then 
add  10%,  you  accumulate  presently  a  pretty  large  fund. 

A.  That  is  quite  true ;  it  is  a  pretty  large  fund. 

Q.  I  can  understand  how  you  got  to  that  billion  and  a 
half  dollar  figure  with  which  you  started  out. 

A.  Yes,  it  is  a  large  fund.  It  is  very  much  larger  than 
the  public  believes.  In  other  words,  without  in  any  sense 
reflecting  upon  this  Commission,  the  public  in  general  is  very 
ignorant  of  the  actual  facts  involved  in  utility  property,  and 
it  is  because  of  that  ignorance  of  the  public  that  we  are  hav- 
ing these  terrible  fights,  warfares,  between  utilities  and  the 
public  which  are  existing  to-day,  taking  place  every  day. 
Now  I  do  not  want  to  be  misunderstood  regarding  these  over- 
head charges  that  have  been  just  now  mentioned.  They  do 
not  always,  come  into  a  property.  The  general  contractor's 
profit  need  not  necessarily  come  into  a  property. 

0.  That  is  what  I  thought.  There  may  be  a  time  when 
you  have  to  consider  a  profit  that  would  go  to  a  general  con- 
tractor ? 

A.   Precisely. 

O.  But  it  does  not  at  all  follow  that  in  this  particular 
case  it  has  to  be  done? 

A.  1  understand,  on  the  other  hand,  that  there  is  no 
general  contractor's  profit  in  this  case  at  all. 

O.  But  you  gave  us  an  illustration  awhile  ago,  which 
occurred   1    think   in   Chicago,  where,   even   though  there   wa- 
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no  i^fncral  contractor,  they  thought  it  wise  to  add  a  general 
contractor's  profit. 

A.  The  conditions  in  Chicago  were  very  pecidiar. 

O.  There  is  no  need  for  you  to  go  into  them. 

A.  1  am  not  defending  it,  your  Honor.  I  am  simply 
speaking  of  it  as  a  fact,  and  I  have  no  plea  to  make  for  what 
is  the  practice  to-day.  I  am  going  to  confine  myself  as  far 
as  possible  to  a  statement  of  existing  facts,  as  having  come 
u.nder  my  observation,  and  any  conclusions  that  I  draw  will 
be  based  upon  those  facts. 

By  Mr.  Marye:— 

O.  Is  it  your  practice,  in  making  appraisals,  to  make  an 
allowance  for  what  you  have  termed  preliminary  expenses? 

A.  Not  ordinarily,  under  the  separate  heading  of  pre- 
liminary expenses ;  but,  under  the  organization,  administra- 
tion and  legal  expenses,  it  is  quite  common  to  have  that  item 
include  the  socalled  preliminary  costs. 

O.  fjriefly,  what  do  you  try  to  cover  by  those  items,  pre- 
liminary expenses,  organization  and  legal  expenses  .■' 

A.  The  preliminary  expenses  are  those  incurred  in  mak- 
ing the  original  investigations  as  to  the  feasibility  of  creating 
a  property  in  some  locality,  and  they  sometimes  involve  quite 
considerable  elements  of  expense.  If  the  property,  after  this 
investigation,  is  found  not  to  be  feasible,  then  these  pre- 
liminary expenses  are  incurred  by  the  individuals  who  have 
gone  into  the  investigation.  If,  however,  the  property  is  found 
to  be  feasible  and  proceeds  to  the  construction  period,  then 
all  these  costs,  which  have  legitimately  come  into  the  pre- 
liminary investigations,  are  included  in  the  cost  of  the  prop- 
erty itself,  and.  more  because  convenient,  than  for  any  other 
reason,  they  are  included  under  the  general  element  of  or- 
ganization, administration  and  legal  expense. 

O.  And  that  you  allow  for  under  the  elements,  or  among 
the  elements,  that  you  have  termed  plant? 

A.  Yes.  sir. 

O.  In  other  words,  the  physical  side? 

A.  Yes.  the  physical  side.  It  is  put  in  the  form  of  an 
overhead  charge,  in  this  classification  of  mine,  because  usuallv 
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ii  is  put,  as  a  percentage,  on  the  costs  which  have  preceded  it. 

Q.  What  percentage? 

A.  It  runs  from  2 J/2%  to  5%,  and  sometimes  as  high  as 
7%  or  8%  :  but  2^4%  to  3%  of  all  the  costs  which  have  pre- 
ceded it  are  quite  commonly  included  to  cover  organization, 
administration  and  legal  expenses. 

Q.  Now  kindly  state  what  costs  and  elements  have  pre- 
ceded it. 

A.  In  general  the  application  of  these  overhead  charges 
is  cumulative.  That  is,  after  you  have  made  the  inventory 
and  extended  it  by  applying  unit  costs,  the  total  is  subjected 
to  an  overhead  percentage,  first,  of  a  general  contingency  to 
cover  omissions  in  the  inventory,  and  things  which  are  quite 
general  to  the  property. 

By  Commissioner  Pennypacker: — 

O.  And  what  is  that  contingenc}-? 

A.  That  contingency  includes  largely  omiM;^ions  in  the 
inventory,  as  one  of  the  principal  elements  of  it ;  and  the 
unforeseen. 

O.  \Miy  should  there  l)e  omissions  in  the  inventory? 

A.  Simply  because  it  is  impossible  to  obtain  a  com- 
]dete  inventory.  That  has  been  my  experience.  I  have 
never  known  of  a  complete  inventory. 

O.  You  mean  that  you  do  not  often  get  a  complete  in- 
ventory, not  that  it  is  impossible? 

A.  I  think  I  may  put  it  stronger  than  you  have  put  it, 
not  however  to  use  the  word  impossible :  it  is  practically 
impossible  to  obtain  a  complete  inventory.  I  have  never 
known,  in   all   my  experience,  of  a  complete  inventory. 

O.  Really,  I  think  you  must  be  a  little  overstating,  be- 
cause surely  you  have  known  cases  wdiere  there  are  in- 
ventories that  are  complete? 

A.  No,  I  do  not.  I  have  never  encountered  such  an 
inventory.  They  are  practically  complete,  but  they  are  not 
complete.     I  have  never  known  one  myself. 

O.  But  you  see  how  broad  that  statement  is.  Of  course, 
if  you  are  making  an  inventory  of  a  few  articles,  it  is  com- 
paratively easy? 
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A.  Yes. 

Q.  And  is  generally  complete? 

A.  Yes. 

O.  And  the  difticulty  arises  as  it  becomes  more  com- 
l)licated? 

A.  Yes. 

O.  It  is  more  troublesome  to  go  around  over  a  great 
mam-  details  than  it  is  to  go  over  a  few  details,  but  some- 
times inventories  include  small  amounts  and  few  items. 
You  do  not  mean  to  say  that  you  never  knew  one  to  be 
complete? 

A.  Of  course,  I  had  in  mind  utility  properties,  which 
we  were  discussing,  and  they — utility  properties — of  course 
are  made  up  of  vast  numbers  of  items,  thousands  upon 
thousands. 

O.  That  only  means  that  it  is  more  difficult  in  a  utility 
company,  which  has  an  extended  business  covering  a  vast 
region  or  territory,  to  make  a  complete  inventory  than  it 
is  in  smaller  companies ;  but  it  is  not  impossible,  and  do 
you  not  think  it  is  the  fair  thing,  when  a  company  makes 
an  inventory  and  reports  what  it  contains,  what  property 
it  has,  that  it  should  rest  upon  its  inventory? 

A.  ()h,  I  think  that  is  cjuite  proj^er  enoufi'h.  T  \\a.-« 
stating  something  based  upon  my  own  experience. 

O.  But  you  propose  to  allow  something  for  the  possi- 
bility of  mistake  in  the  inventory? 

A.  Yes. 

O.  That  thought  has  come  up  to  us  before,  and  T  in- 
quired of  another  witness,  "Now  is  it  not  possible  that  a 
mistake  was  made  the  other  way,  and  too  many  things  were 
put  into  the  inventory?"  Do  you  not  recognize  that  possi- 
bility? Supposing  there  be  human  error,  as  there  is  apt  to 
be  everywhere,  under  all  circumstances,  is  not  the  possibil- 
ity of  error  just  as  great  one  way  as  the  other? 

A.  No,  I  think  not,  sir.  I  hope  you  will  have  patience 
with  me  for  insisting  as  I  do. 

O.  Certainly,  ^^'e  are  trying  to  get  the  benefit  of  your 
thought. 

A.  T   would  like  to  sav   this  in  addition,   if   I   mav:   the 
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inventories  are  made  up,  first,  from  the  company's  records, 
usually. 

O.  And  they  are  quite  complete? 

A.  We  do  not  find  them  so. 

O.  But  they  are,  because  when  they  buy  something, 
they  put  it  down. 

A.  If  you  will  permit  me  to  go  one  step  further,  I  will 
refer  to  the  valuation  of  the  railroads  in  Michigan  in  1900. 
We  tried,  prior  to  the  actual  investigation  of  the  properties 
in  situ,  to  obtain  every  scrap  of  paper  on  file  at  the  offices  of 
the  companies,  and,  with  that  record  made  up  on  specially 
prepared  blanks,  and  everything  that  was  found  on  the  books, 
we  sent  experienced  men  over  the  railroads  to  check  out  the 
inventory,  to  see  whether  it  was  actually  present,  and  we 
found  innumerable  items  of  which  there  was  no  record,  ab- 
solutely no  record,  and  we  also  found  items  which  were  of 
record  and  which  had  been  abandoned  and  were  no  longer 
present ;  and  the  opinion  arrived  at  at  the  close  of  that 
investigation,  involving  at  that  time  $200,000,000,  was  that  it 
was  impossible,  in  any  large  utiHty  property,  to  make  a 
complete  inventory,  and  I  have  never — I  may  repeat — I  have 
never  in  my  experience  had  an  inventory  of  a  utility  property 
which  was  so  complete  that  I  could  not  go  out  myself  and 
find  additional  items.  Now  I  base  that  upon  my  experience.  I 
realize,  and  quite  appreciate,  your  statement.  Governor,  that  it 
seems  altogether  probal)le  that  it  should  be  possible  to  make  a 
complete  inventory. 

By  Commissioner  Joiixsox: — 

O.  What  I  think  is  in  the  (iovernor's  mind  may  lie  tbat, 
in  the  case  of  the  company  before  the  Commission  at  the 
present  time,  a  very  careful  count  was  made  of  every  physical 
element  of  property,  a  very  detailed  survey.  It  was  explained 
to  us  that  every  effort  had  been  made  to  locate  every  item  of 
physical  property,  and,  such  an  effort  having  been  made,  it  is, 
I  think,  perhaps  the  thought  of  Governor  Pennypacker  that 
they  found  everything,  or  that  they  could  have  found  every- 
thing, and  may  be  assumed  to  have  found  everything.  You 
think  otherwise? 
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A.  I  not  only  tliink  so,  but  I  speak  of  it  as  a  fact  in  my 
own  cxi)crience.  I  have  never,  in  my  experience,  found  a 
complete  inventory,  although  months  were  expended  in  the 
preparation  of  them,  and  I  venture  the  opinion  now,  based 
upon  mv  experience,  that  this  inventory,  which  is  submitted 
to  you  as  a  complete  inventory,  is  not  a  complete  inventory, 
although  I  know  nothing  of  it  and  have  had  no  part  in  the 
preparation  of  it.  I  just  base  that  on  my  general  experience  in 
the  preparation  of  inventories.  I  venture  to  say,  to  illustrate, 
that  you  cannot  make  a  complete  inventory  of  the  room  in 
which  vou  sleep.  That  is,  you  will  make  it  up ;  you  will  think 
it  is  complete,  and  it  is  practically  complete,  and  you  will  go 
the  next  time  and  find  something  you  omitted.  I  have  tried 
it  repeatedly,  just  to  satisfy  myself  as  to  the  possibility. 

By  yiR.  Marye  : — 

O.  Did  you  every  try  to  make  an  inventory  of  a  library? 

A.  Yes;  that  is  quite  impossible.  Of  course,  they  are 
practically  complete,  understand.  I  do  not  w^ant  to  differ  from 
the  Governor  or  the  Commission  in  that  respect,  and  I  realize 
how  extravagant  my  statement  seems  to  you ;  but  I  am  stating 
what  my  experience  has  demonstrated  to  me  to  be  a  fact,  and 
I  feel  that  I  must  insist  upon  it. 

By  Commissioner  Penxypacker: — 

O.  Do  you  not  think  the  logical  position  then  is,  if  }ou 
come  in  with  an  inventory  which  purports  to  be  a  description 
of  property,  and  then  with  the  further  statement  that  you  can- 
not rely  upon  it,  that  that  inventory  ought  to  be  rejected? 
\\  hat  you  want  us  to  do  is  to  have  the  company  make  out  and 
submit  an  inventory,  as  a  complete  record  of  the  property 
which  they  have,  and  then  to  say:  "Xow  this  must  be  imper- 
fect, because  the  human  mind  does  not  work  accurately,  and 
you  ought  to  guess  at  how  much  that  inventory  should  l)e." 
That  is  the  logical  process. 

A.  Tlie  expense  required  to  complete  an  inventorv  in  every 
detail,  of  the  character  that  I  understand  you  to  be  describing, 
would  be  almost  prohibitive,  and  would  actually  amount  t: 
something  more  than  the  percentage  that  is  ordinarily  applies 
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because  the  search  necessary  to  be  entered  upon  in  order  to 
complete  an  inventory  might  involve  a  large  amount  of  ex- 
pense. 

O.  It  does.  It  is  a  troublesome  thing',  that  must  be  con- 
ceded ;  but  we  have  to  reach  a  thought  upon  it,  and,  if  you 
say  that  you  cannot  depend  U])on  that  inventory,  what  is  the 
logical  result? 

A.  We  do  depend  on  the  inventorv. 

O.  And  at  the  same  time  vou  do  not? 

A.  The  inventory  is  the  basis.  Everything-  is  based  on 
the  inventory.     It  is  the  basis  of  all  overhead  charges. 

O.  But  you  say  it  is  an  inventory  of  a  part,  and  almost 
complete,  but  there  are  some  other  things.  Do  you  not  think, 
then,  it  ought  to  be  shown  what  those  other  things  are,  if  they 
have  been  forgotten. 

A.   I  do  not  think  I  got  the  drift  of  the  question. 

O.  You  stated  what  the  inventory  is,  that  it  is  complete 
up  to  a  certain  point,  l)nt  some  things  have  been  omitted. 

A.  Yes. 

O.  If  that  be  true,  that  some  things  have  been  omitted, 
do  }OU  not  think  the  proper  wa_\'  to  hll  that  gap  is  to  come 
in  and  show  what  has  been  omitted  ? 

A.  If  it  is  possible  to  do  it,  yes,  surely. 

(J.   If  it  is  not  possible,  then  what? 

A.  Then  I  think  the  proper  thing  to  do — 

O.  Is  to  estimate  it,  guess  at  it? 

A.  Yes.  I  might  add  one  other  word  :  I  did  not  want 
to  be  understood  as  saying  that  the  .^9^  that  I  men- 
tioned, I  think — 

O.  I  do  not  think  you  did  mention  the  percentage.  I 
wanted  to  get  at  that,  how  nuich  this  cdutingency  is  in  your 
judgment. 

A.  I  will  say  this,  in  answer  to  that  (piestion.  that  this 
overhead  contingency,  wdiich  very  properly  is  put  in  at  3%, 
may  not  exceed  2%  or  3%,  or  even  exceed  l^>f,  as  a  con- 
tingency of  omission  from  the  inventory.  It  may  be  very 
small.  The  overhead  contingency  varies  all  the  wa}-  from 
2%  or  39^  up  to  S%  or  10%.  depending  upon  the 
care    with    which    the    inventorv    has    been    made,    and    it 
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includes,  besides  the  errors  of  omission,  unforeseen  diffi- 
culties in  the  cost  of  construction— the  general  difficulties, 
that  is.  aside  and  apart  from  the  difficulties  that  are  incurred 
in  connection  with  specific  items.  So  this  overhead  contin- 
gency may,  in  fact,  include  only  a  very  small  item  of  errors 
or  omission,  or  it  may  include  a  very  large  item,  depending  on 
the  care  with  which  the  inventory  has  been  prepared. 

By  Com.mi.>^sioner  Wright: — 

O.  Tn  an  inventory  where  a  large  proportion  of  the  ap- 
praisal is  in  large  items,  like  buildings  and  real  estate  and  all 
those  items,  and  the  contingencies  are  amply  covered  by  the 
overhead  expenses  which  you  mentioned,  these  items  which 
are  overlooked  probably  are  some  minor  items  out  in  the  field, 
such  as  supplies,  perhaps,  largely.  Should  this  percentage  be 
applied  to  all  the  large  items,  say  of  $50,000,000?  Should  you 
apply  the  1%  or  2%  or  5%  for  deficiencies;  or  articles  over- 
looked, on  the  whole  property,  to  be  well  covered,  or  just  on 
the  small  items  that  are  liable  to  be  overlooked? 

A.  I  take  it  that  your  question,  Mr.  Commissioner,  refers 
to  contingencies  in  general,  rather  than  this  so  called  contin- 
gency applied  after  the  inventory  is  completed? 

Q.  Yes. 

A.  No.  The  contingencies  vary  from  a  very  small  per- 
centage to  a  very  large  percentage.  For  example,  in  the  pur- 
chase of  cars  and  locomotives,  which  are  delivered  practically 
complete,  the  contingency  item  is  very  small  indeed.  But  in 
the  case  of  the  building  of  a  bridge,  where  it  was  figured  that 
by  the  pound  the  bridge  would  cost  so  much  and  by  the  cubic 
foot  or  by  the  cubic  yard  that  the  foundations  would  cost  so 
much,  but  when  the  bridge  is  built,  quicksand  is  struck  and 
the  foundation  has  cost  two  or  three  times  its  estimated  cost 
in  the  first  place — and  it  happens  frequently  that  that  is  true — 
then  there  is  a  ver}-  large  element,  perhaps  as  great  as  the 
entire  cost  of  the  foundation,  involved  below  the  point  which 
oan  be  seen,  and  which  we  knew  nothing  about  in  advance. 
Now  that  is  the  construction  contingency,  which  may  be 
209c  or  23%  of  the  cost  of  the  bridge  itself.  Again,  I  have 
in  mind  a  special  instance  of  about  a  mile  or  a  mile  and  a  half 
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of  railroad  track,  built  near  my  own  town.  It  was  in  use  for 
three  years  or  so  after  being  completed,  and  then  one  day  it 
sank  out  of  sight,  this  mile  or  mile  and  a  half  of  railroad 
track.  It  went  across  a  swale.  It  was  rebuilt,  brought  up  to 
the  surface  and  used  again  for  a  few  months,  and  sank  out 
of  sight  again.  It  was  rebuilt  some  three  or  four  times,  and 
finally  had  to  be  abandoned  and  the  route  changed,  around  this 
swale  or  swamp.  It  was  one  of  those  bottomless  pits  in 
Michigan.  There  was  a  contingency  that  involved,  you  might 
sa\',  the  practical  rebuilding  of  the  embankment  of  a  railroad 
two  or  three  times.  No  one  knew  about  it  in  advance.  That 
was  a  contingency  that  was  necessary  to  be  provided  for. 

Bv  Commissioner  Pennvi'.\cker  : — 

O.  Was  that  a  want  of  engineering  investigation  ? 

A.  Oh.  no.  The  route  was  very  carefully  surveyed  in 
advance,  but  it  happened  to  be  one  of  those  peculiar  bogs 
which  exist  there  in  Michigan,  and  which  they  trusted  to  have 
a  stable  foundation.  It  lasted  for  three  or  four  years,  then  it 
broke  through  and  went  down,  and  the  earth  was  piled  so  ex- 
tensively in  making  the  repairs  as  to  push  the  surface  of  the 
bog  up  for  long  distances  on  either  side  of  the  track.  It  was 
thought  to  be  all  right  and  did  work  for  several  years,  but  had 
eventually  to  be  abandoned.  Xow  in  a  steam  plant  we  figure 
on  contingencies,  especially  in  the  making  of  an  inventory.  I 
have  had  a  good  deal  of  personal  experience  in  that  work,  and. 
if  you  take  the  drawings  of  a  steam  plant,  a  steam  power 
plant,  and  make  the  very  best  estimates  that  seem  to  be  pos- 
sible— that  is,  in  the  ordinary  way  that  estimates  are  made — 
it  is  necessary  to  add,  if  you  are  going  to  be  safe  in  the  cost, 
have  a  safe  figure  as  high  as  lOO^r.  in  certain  classes 
of  work.  I  realize  that  that  sounds  like  a  most  extraordinary 
statement,  but  I  am  stating  a  fact  based  on  my  experience, 
from  m}-  own  experience.  Now  every  man  who  builds,  every 
contractor  who  builds,  every  engineer  who  estimates,  makes 
the  most  careful  estimate  that  he  can,  he  adds  all  of  the  cost  ■ 
of  whatever  character  he  knows  of,  and,  when  he  has  got 
through  with  everything,  he  adds  invariably  the  contingency 
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item,  and  it  is  very  often — almost  always — as  much  as  10% 
on  the  average:  almost  always  as  much  as  10%. 

O.  But  those  are  estimates  made  upon  a  thing  not  yet 
done  ? 

A.  Yes. 

O.  And  matters  which  cannot  be  foreseen.  But  when 
you  are  valuing  the  property  of  a  utility,  a  railroad  which 
has  been  constructed,  for  instance,  you  would  not  add  10% 
for  such  a  contingency  as  that,  because,  you  see,  all  the 
bogs  you  have  met  with,  you  have  run  into:  your  road  is  there 
and  it  is  at  work. 

A.  I  am  very  glad  you  asked  that  question,  because  I 
am  prepared  to  say  something  on  that  subject  which  I  hope 
will  change  your  point  of  view. 

O.  Oh,  I  have  no  point  of  view.     I  am  inquiring. 

A.  I  will  make  this  statement,  which  I  think  will  sound 
extravagant,  but,  if  you  will  grant  me  the  time,  I  think  I  can 
prove  it  to  you.  I  will  make  this  statement,  that  it  is  far  more 
accurate  to  estimate  the  cost  of  work  before  the  work  is  done, 
and  from  the  plans  and  preliminary  surveys  that  are  made, 
than  it  is  to  estimate  the  work  after  it  has  been  built. 

O.  I  should  not  expect  that  to  be  the  case,  I  confess. 

A.  I  know  that.  That  is  wdiy  I  make  it  that  way,  and 
why  I  want  the  opportunity  to  prove  it  to  you.  We  are  called 
upon,  in  the  appraisement  of  property,  to  value  buildings  of 
which  the  plans  Imve  been  lost,  and  to  value  power  plants  of 
which  the  plans  have  been  lost.  It  is  much  more  expeditious, 
as  a  matter  of  practice,  to  hire  a  man  to  reproduce  that  build- 
ing, to  make  the  plans  over  again  and  base  your  appraisal  upon 
the  plans,  than  to  base  it  upon  any  measurements  that  you 
can  make  upon  the  building. 

O.  I  see  your  thought.  You  assume  that  the  evidence 
has  been  lost,  but  I  would  not  assume  that  at  all.  I  w^ould 
assume  that  it  was  preserved  in  the  records  of  the  company. 
Why  assume  that  it  is  lost? 

A.  In  that  case,  of  course  you  have  the  actual  cost,  and 
moreover  you  have 

0.  We  agree  perfectly. 

A.  Perfectly,  sir,  in  that  "  ~  pect. 
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pv  Commissioner  joiixsox  : — 

O.  In  spite  of  your  perfect  lu^reement,  it  is  not  quite  clear 
to  me  why  there  should  he  more  risk  in  determining  the  cost 
of  reproduction  than  in  calculating-  the  cost  of  a  building-  dc 
novo,  before  anv  structure  has  I^ieen  put  up.  I  do  not  get  your 
thought. 

A.  I  am  afraid  I  have  not  made  that  altogether  clear.  I 
think  ^'our  idea,  and  the  idea  of  the  Commission,  as  I  take 
it  

Commissioner  Pennypacker:  No,  you  do  not  know 
what  the  idea  of  the  Commission  is.  nor  you  do  not  know 
what  the  idea  of  an  individual  is.  You  are  giving  us  infor- 
mation. 

The  Witness:  After  a  building  is  complete,  if  the  ac- 
counts have  been  kept  properly,  of  course  you  have  all  the 
costs  of  whatever  character  that  came  into  the  building.  That 
is  the  most  accurate  thing  \ou  can  have,  of  course.  Now  if 
you  have  not  the  cost — and  in  the  majority  of  cases,  as  far  as 
mv  experience  goes,  you  do  not  have  the  cost — you  are  obliged 
to  estimate  the  cost  in  making  the  appraisal.  Now  my  point 
is  this :  as  a  practical  thing,  as  a  method  of  obtaining  the  value 
of  the  Imilding.  it  is  frequentl\-  much  easier  to  hire  a  man  to 
make  the  plans  of  the  Imilding  from  the  building,  lay  it  down 
on  the  plans  and  then  have  it  estimated  by  a  contractor,  rather 
than  to  estimate  the  value  of  the  building  as  it  stands,  making 
the  measurements  from  the  building  as  it  stands.  It  is  a  prac- 
tical thing  I  am  speaking  of.  You  cannot  know,  for  instance, 
in  the  absence  of  accurately  kept  books,  what  is  under  the 
foundations,  in  the  sub-structure.  Nobody  knows  that,  ^'ou 
have  to  dig  out  the  foundations,  if  you  are  going  to  hnd  that 
out. 
By  Commissioner  Johnson  : — 

Q.  That  is  just  the  point  I  have  in  mind.  .\  building  has 
been  put  on  the  foundations  and  it  has  stood,  and  you  can 
assume,  I  suppose,  with  j^erfect  confidence  that  there  is  no 
quicksand  there,  because  the  building  is  already  there.  You 
know  what  it  would  cost  to  put  a  foundation  there,  and  thr 
risk  is  not  there 
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A.  Pardon  me,  I  do  not  think  you  can  assume  that,  if  you 
will  permit  me  to  differ  with  you.  Take  the  Auditorium  Build- 
inij;-  in  Chicago,  of  which  1  ha])i)en  to  have  some  first  hand 
knowledge.  I  think,  if  you  sent  a  man  in  to  aj^praise  a  repro- 
ihiction  value  of  that  Ijuildiug  to-day,  he  would  perliaps,  unless 
he  had  access  to  a  record  that  was  kept  during-  the  huilding- 
of  the  huilding,  forget  that  that  whole  huilding  rests  on  a 
idatform  four  feet  thick,  wdiich  is  made  up  of  riiilroad  iron 
and  concrete,  and  he  would  not  know  that,  since  that  building 
was  built,  it  has  sunk,  \3  or  14  inches  right  /;/  situ,  gone  down, 
and  that,  as  a  matter  of  fact,  that  building  floats  on  a  sea  of 
clay.  It  is  floating  like  a  ship  to-day.  Now  he  might  not  know- 
that.  If  you  looked  at  a  bridge  over  this  river,  you  would  not 
know,  necessaril}-,  that  there  was  quicksand  under  those  fouu.- 
dation.;  and  that  you  would  have  to  drive  piles  and  you  would 
have  to  build  a  special  platform,  upon  which  the  abutments  are 
l>laced.  You  would  not  necessarily  know  that,  and  yet  it  might 
be  true.  I  want  you  gentlemen  to  understand  and  believe  wdiat 
I  am  telling-  you,  because  I  am  telling  you  the  truth,  and  there 
is  no  theory  in  it  at  all.  I  do  not  want  you  to  discredit  my  state- 
ment, because  there  is  too  much  experience  behind  it.  and  I 
have  no  object  in  deceiving  you  in  the  matter  at  all. 

O.  Is  it  not  true,  however,  that  in  constructing  a  building, 
or  digging  a  canal,  or  building  a  lock,  you  do  develop  the  un- 
foreseen problems  in  the  erection  of  the  structure,  and  that,  if 
you  were  to  start  again  on  that  same  locality  a  second  time, 
you  would  start  with  the  knowledge  you  gained  in  your  fir'^> 
operation  ? 

A.  You  should,  but  unfortunately,  except  in  certain  ip.- 
stances,  you  do  not.  That  is  one  of  the  curious  things.  The 
new  man  does  not  seem  to  profit  by  the  experience  of  the  man 
ahead  of  him.  He  perhaps  may  not  know  it ;  he  perhaps  may 
not  have  any  opportunity  to  know  it.  15  or  20  or  30  years 
may  have  elapsed. 

IjV  Commissioner  Pexxvpacker: — 

O.  He  is  more  likely  to  think  that  he  knows  it  all,  the 
new  man? 

A.  Yes,  quite  right,  sir.     Now  the  only  point  I  want  to 
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make  is  this,  coniini;-  right  back  to  this  question  of  a  percentage 
for  contingencies:  in  making"  our  estimates  of  the  cost  of 
structures  before  they  are  built,  we  as  engineers,  and  the 
contractors  in  making'  their  estimates  of  the  cost  of  a 
structure  before  it  is  built,  add  these  conting'ency  items. 
That  is,  a  general  contractor  takes  the  sum  of  all  his  sub- 
contractors' estimates  and  he  adds  to  that  a  contingency, 
an  overhead  contingency.  1  make  that  as  a  statement  of 
fact;  he  does  it.  Xow  the  building  is  built.  There  may 
not  be  enough  items  to  cover  the  cost  actually  incurred, 
very  frequently,  and  I  know  personally  of  where  the  con- 
tractors have  actuall}-  failed,  because  they  did  not  have 
enough  for  C(ontingenc}'.  I  know  of  other  cases — and  I 
cited  one  in  the  Detroit  Ri\-er  tunnel — where  a  very  large 
profit  was  made  ;  but  nobody  knew  in  advance.  Now  my 
point  is  this,  that,  after  the  property  is  built  and  has  been 
built  for  a  period  of  }ears,  we  come  around  to  value  it,  to 
make  an  appraisal  of  it.  The  statement  is  made  that  the 
l^tiilding  is  there,  every  element  of  it  is  there,  and.  there- 
fore. }-ou  can  make  a  more  accurate  appraisal  of  it  than  vo-i 
could  originally,  l;efore  it  was  built.  T  say  that  is  not  so, 
necessarily. 

P)V    CoMMISSFOXER   JoJI  X.SOX  : 

O.  Your  reason  for  sa\ing  that,  however,  is  experience 
rather  than  anything  else? 

A.  Yes,  sir.  it  is  mv  own  personal  experience,  ami.  fur- 
ther amplifying  the  reasons,  the  contractor  has  the  plans  be- 
fore him  ;  preliminary  surveys  and  borings  have  been  made  to 
give  him  all  the  information  possible  as  to  the  foundations. 
He  has  the  earth  ])ressures,  which  may  be  safely  used,  before 
him.  He  has  all  that  information  and  he  bases  his  estimates 
with  all  that  infonuation  before  him,  and  uses  his  very  best 
judgment,  and  then  he  adds  his  10%  for  contingencies. 
Now  Vv'hen  we  come  around,  ten  years  after,  to  appraise  that 
building  we  liave  not  an\-  of  those  things,  may  not  have  the 
plans,  surelv  have  not  the  records  of  the  borings.  We  are 
ignorant,  in  comiiarison  with  the  contractor,  and  my  point  is 
this:    why,  if  it  is  necessary  to  add  these  large  percentages  to 
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cover  tlic  unforeseen  and  the  douljlfnl  before  we  l)uil(l  the 
bnildino-,  is  it  not  ])roi)er.  then,  to  allow  soniethin;^'  that  corre- 
sponds to  them  when  we  come  around,  ten  years  after,  to 
appraise  the  building",  especially  as  the  conditions  under  whicli 
we  ai^praise  the  building  are  nowhere  near  so  favorable  as  to 
determining  cost  as  they  were  before  the  buiUling  was  built?' 

llv  Commissioner  Pennvpacker: — 

O.  That  v.-ould  be  all  true  if  it  were  not  for  the  fact  that 
the  10%  for  contingencies  which  was  added,  and  which 
seem  to  have  accumulated,  are  put  into  the  cost  of  the  build- 
ing in  the  first  place,  and  you  start  out  with  them  ? 

A.  Yes.  l)ecause  you  have  let  the  building  by  contract. 
You  have  exercised  the  best  judgment  you  can.  You  have 
let  the  building  by  contract,  in  competition,  just  as  the  Gov- 
ernment is  doing-  every  day,  to  the  lowest  responsible  bidder. 
Each  one  of  those  bidders  has  put  in  his  contingency  of 
10%.  He  has  put  in  his  profits.  He  has  in  every  element 
of  cost  that  he  can  think  of.  They  are  all  in  there.  Yon 
award  the  contract.  The  building  is  built.  The  cost  goes  into 
the  books  as  by  contract  so  much,  and  every  one  of  those 
elements  is  in  there.  You  cannot  help  it.  If  it  has  been  let 
bv  the  general  contractor,  his  costs  have  gone  in  there,  and 
are  on  your  books. 

Bv  ]Mr.  Trixkle: — 

O.  And  when  you  are  estimating  the  cost  of  reprotlucing 
it,  they  have  to  go  in  again? 

A.  They  should  go  in  again,  if  you  are  going  to  get  the 
cost  of  the  building.  That  is  my  point.  Xow  we  do  not  put 
them  in.  as  a  matter  of  fact.  I  venture  to  sav.  without  know- 
ing whether  I  am  stating-  the  truth  or  not,  that  thev  have  not 
the  costs  of  the  telephone  properties  of  the  State  of  Pennsyl- 
vania in  that  inventor\- — all  of  the  costs.  I  venture  to  say 
that  no  appraisal  v.ith  which  I  have  ever  been  connected  my- 
self, so  far  as  the  inventory  is  concerned,  has  included  all  the 
]iroperty  costs,  originall}-  in  that  building.  I  want  vou  to  be- 
lieve me,  gentlemen ;  I  have  no  reason  to  deceive  you. 

Commi.ssioxer  Pexxvpacker:    \Ye  will  trv  to  do  it. 

At  1  :15  W  M.  a  recess  was  taken  until  2:30  P.  M. 
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2:30  P.  M. 

Professor  ^Mortimer  E.  Cooley,  resnmeil. 

By  Mr.  Marvk:— 

O.  In  connection  with  \-our  work-  in  aiipraisins^-  the  pro])- 
erties  of  pulohc  r.tility  comjianies,  what  is  \our  experience  in 
finding"  accurate  records,  which  would  indicate  the  original  cost 
of  the  construction  of  the  various  elements  of  that  property? 

A.  I  have  never  vet  run  across  anv  records  that  were 
sufficiently  accurate  to  determine  the  cost  of  the  property.  The 
properties  which  have  heen  appraised  are,  for  the  most  part, 
rather  old  properties,  and  tlie  records  have  heen  kept  in  such 
way  that,  while  the\-  apjiear  to  he  complete,  v.hen  you  come 
to  analyze  them  for  the  purpose  of  an  appraisal,  it  is  quite  out 
of  the  question,  except  sometimes  the  accountants  w'ho  are 
brought  into  the  appraisal  have  been  able  to  separate  and  re- 
write the  construction  costs,  and  have  brought  something  out 
of  it  which  was  helpful. 

O.  Have  you  ever  found  cases  in  which  the  records  were 
apparently  kept  correctly,  but  the  definitions  of  accounting  had 
changed  over  a  period  of  years? 

A.  Yes,  that  is  almost  always  the  case.  The  great  trouble 
that  I  have  found  is  that  the  accounts  as  kept  mix  up  cost 
items  and  operating  items,  and  things  of  that  sort,  so  that  it 
requires  you  to  go  back  to  the  vouchers  themselves  in  order 
to  separate  them. 

O.  What  is  your  experience  in  finding  the  original 
vouchers  ? 

A.  You  do  not  verv  often  find  them.  We  do  find  a  good 
many,  too,  but  not  complete.  I  might  add  that  1  think  the 
practice  within  comparatively  recent  years  is  changing  some- 
what in  that  respect.  I  think  we  may  reasonably  look  forward 
to  a  betterment  in  the  methods  of  keeping  books  in  the  future: 
that  is,  keeping  them  in  a  way  which  will  be  more  helpful  for 
the  solution  of  this  class  of  p~>roblems. 

O.  Do  you  know  of  anv  ulilitv  where  that  is  l^eing  done. 
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merely  for  the  purj^ose  of  accnnnilatini;-  data  for  this  purpose? 
A.  Just  one. 

Hv    CoMMISSIOXKR    I'EXX VPACKEK  : 

Q.  Do  you  think  that  companies  which  began  about  the 
time  of  the  Bell  Telephone  Conipany  were  more  likely  to  keep 
accurate  books  of  account? 

A.  I  do  not  know  anything  about  the  Bell  Telephone 
Company. 

0.   But  you  are  talking  about  a  period. 

A.  I  had  in  mind  the  books — 

Q.   1  understood  you  to  say  in  recent  \ears — 

A.  Yes,  quite  recently. 

Q.  That  it  was  more  accurate. 

A.  You  know,  this  class  of  investigations  has  only  been 
going  on  a  very  few  years,  since  1905  or  1906,  I  think,  and 
the  accounting  has  been  put  upon  a  somewhat  different  basis. 
I  think,  during  the  past  six  or  eight  years.  I  referred  to  one 
case  where  it  is  being  put  upon  a  basis  that  will  absolutely 
solve  the  questions  that  we  have  before  us  here ;  but  they  are 
being  kept  in  that  way  at  my  special  request,  and  the  property 
now  is  about  13  or  l-l  years  old. 

Bv  Mr.  AIarve  : — 

O.  You  mentioned  an  item  of  working  capital.  In  an 
operating  public  utility,  should  there  always  be  in  their  capital 
an  amount  for  working  capital? 

A.  Yes. 

O.  What  do  you  mean  by  working  cajjital  ? 

A.  I  mean  the  money  that  must  be  kept  in  the  liank,  upon 
which  checks  can  be  draVvn  freely,  and  which  does  not  itself 
bear  interest.  That  is  just  a  checking  account,  and  it  is  the 
money  that  you  are  carrying  from  month  to  month,  simply 
to  enable  you  to  pay  your  bills. 

O.  And  that,  you  think,  should  l)e  added  to  the  physical 
plant  in  any  apjiraisal  for  the  purpose  of  rate-making? 

A.  Yes,  I  do. 
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0.  The  item  of  interest  during  construction :  exactly  what 
do  you  mean  by  that? 

A.  As  the  construction  progresses,  the  bills  for  material 
and  labor  have  to  be  met.  The  money  for  the  bills  and  labor 
has  to  be  borrowed  from  the  bank,  or  has  to  be  accumulated 
from  the  sale  of  bonds  or  securities  of  some  sort.  If  bor- 
rowed from  the  bank,  this  money,  that  is  used  to  pay  the 
bills  for  labor  and  materials  during  the  construction  period, 
bears  interest.  If  it  is  raised  from  the  sale  of  securities,  then 
the  securities  themselves  bear  interest.  Therefore,  there  must 
inevitablv  be  an  interest  cost  during  the  period  of  construction. 

O.  And  that,  in  your  appraisals,  you  put  on  the  physical 
side  of  the  property? 

A.  It  goes  on  the  physical  side,  as  a  part  of  the  physical 
cost.  It  is  an  element  of  the  cost,  just  the  same  as  a  steel 
rail,  for  example,  in  a  railroad. 

Q.  xA.nd  your  item  of  stores  and  supplies? 

A.  The  item  of  stores  and  supplies  usually  comes  into  the 
propertv  just  before  it  begins  operation,  one  of  the  very  last 
things  to  come  into  the  property ;  but  it  stands  there,  like  work- 
ing capital,  idle,  and  must  bear  interest,  of  course,  and  it  also 
goes  in  as  a  part  of  the  physical  plant,  in  the  plant  cost. 

Q.  What  is  your  method  of  arriving  at  an  estimate  for 
this  item  of  stores  and  supplies,  in  any  appraisals  you  make? 

A.  In  the  first  appraisal  that  I  ever  made,  I  hired  special- 
ists, men  who  were  familiar  with  the  different  kinds  of  items 
that  were  used — it  was  a  street  railway  property  in  the  City 
of  Detroit,  by  the  way — and  I  hired  hardware  men  and  others 
to  make  this  appraisal.  It  took  them  more  time  to  make  the 
appraisal  of  the  stores  and  supplies  than  it  took  to  make  all 
the  rest  of  the  appraisal  put  together,  and  the  amount  was 
onlv  a  small  percentage  of  the  total.  So,  since  that  time,  we 
have  taken  the  stores  and  supplies  from  the  book  ac- 
counts, and  in  most  instances  the  roads  or  the  companies 
themselves  make  periodical  inventories  to  check  out  their 
stores  account,  so  we  take  an  average  from  the  books,  usually, 
such  an  amount  as,  in  the  exp'-'^.nce  of  the  company,  has 
been  necessary  to  carry  on  the  busmess. 
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O.  You  usually  rely  upon  the  actual  experience  of  the 
company  in  that  case.' 

A.  Yes,  sir,  and  we  run  it  over  a  considerable  period, 
because  the  stores  and  supplies  are  varying  from  month  to 
month. 

O.  And  you  do  something  of  the  same  kind  in  connection 
with  working  capital? 

A.  Precisely  the  same  way ;  take  it  from  the  books. 

Q.  You  would  rather  rely  upon  the  experience  of  the 
company  than  your  own  estimate? 

A.  Yes,  because  the  working  capital,  as  well  as  stores  and 
supplies,  varies  quite  a  bit  from  month  to  month,  so  you  have 
to  cover  perhaps  a  year  or  two,  or  possibly  more,  if  there  have 
been  great  fluctuations,  in  order  to  get  a  fair  average. 

O.  To  see  that  you  do  not  happen  to  pick  an  abnormal 
time? 

A.  An  abnormal  condition,  either  high  or  low. 

0.  Y^our  item  of  promoters'  profits  is  intended  to  cover 
what  ? 

A.  I  always  touch  upon  promoters'  profits  with  a  little 
bit  of  anxiety.  I  have  preferred,  in  touching  the  subject  at 
all,  to  consider  it  in  this  way :  there  is  what  is  regarded  as  a 
promoters'  profit,  pure  profit,  as  distinguished  from  costs  of 
promotion.  I  like  to  keep  the  distinction  rather  sharp,  be- 
cause the  costs  of  promotion,  which  have  advanced  the  in- 
terest of  the  property,  have  made  it  accomplish  in  a  better 
way  the  service  which  was  intended — those  seem  to  me  en- 
tirely legitimate,  and  no  question  can  arise  concerning  them. 
Now  when  it  comes  to  a  promoter's  profit,  that  is  rather,  more 
difficult  to  satisfy  one's  self  about,  and  perhaps  I  may  read  a 
paragraph  which,  in  a  very  few  words,  sets  out  my  ideas  of 
that.    • 

By  Commissioner  Penxypacker: — 

O.  \Vho  wrote  the  paragraph? 

A.  I  myself,  sir.  "As  to  a  promoter's  profit,  its  propriety 
may  possibly  be  decided  by  considering  to  what  extent  one 
would  be  willing  to  contribute  to  a  project,  independent  of 
its  construction  cost,  to  procure  its  establishment.     Or,  were 
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a  utility,  now  serving  the  public  in  some  necessary  capacity, 
to  be  taken  away,  to  what  extent  would  you.  as  one  served 
by  it,  be  willing  to  contribute  rather  than  lose  it?  To  put  it 
another  way,  a  man  says  he  can  make  a  success  of  a  utility 
the  citizens  want,  or  now  have.  You  doubt  its  possibility,  but 
consent  to  a  trial,  and  he  does  it.  How  much  are  you  willing 
to  compensate  him  for  his  energy  and  brains?  This  implies 
ii  conception  free  of  bias,  broad-gauged  and  just  to  all  inter- 
ests concerned,  which  can  be  had  only  by  being  fair  and 
open-minded,  and  by  carefully  refraining  from  reaching  any 
conclusion  in  advance."  That  is  my  idea  of  a  promoter's 
profit. 

By  ]\Ir.  Marye  : — 

O.  And  have  you.  in  your  appraisals,  allowed  such  an 
item  ? 

A.  No,  I  have  never,  in  any  appraisal  that  I  have  thus  far 
made,  allowed  anything  for  a  promoter's  profit,  on  my  own 
sav.  I  have  considered,  w^ith  the  commissions  with  which  I 
have  been  working,  the  question  of  promoter's  profit  a  num- 
ber of  times,  and,  while  I  cannot  speak  with  absolute  cer- 
tainty, it  is  my  impression  that  in  one  very  important  case  a 
considerable  sum  of  money  was  considered  proper  to  allow- 
in  the  capital  as  compensation  for  a  promoter's  profit. 

O.  Do  you  recall  that  case? 

A.  Not  by  name.  It  was  the  development  of  a  water 
power  in  the  upper  peninsula  of  Michigan  within  the  last  year, 
before  the  Michigan  Railroad  Commission.  I  do  not  know 
what  the  decision  finally  reached  was,  but  tliat  was  the  atti- 
tude of  the  Commission  Vx-hen  we  discussed  it. 

By  Commissioner  PENNvrACKER: — 

O.  In  that  case  was  there  some  actual  promoter? 

A.  Yes.  sir. 

O.  And  he  had  actually  been  paid  his  profit,  or  compensa- 
tion, o.r  what  not? 

A.  No.  The  situation  was  something  like  this :  a  few 
men    got   together   and    investigated    a    very    good    river    for 
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power  purposes  in  the  upper  peninsula,  and  quietly  secured — 

O.  The  control  of  the  river? 

A.  The  control  of  the  river,  at  very  low  figures.  That 
is.  the  first  part  of  the  flowage  rights  was  obtained  at  rather 
low  figures,  and  then  the  people  began  to  guess  what  was  in 
the  wind,  and  the  second  part  of  the  flowage  rights  came  at  a 
very  high  figure.  So  they  carried  the  development  of  this 
property  to  a  point — 

0.  And  then  they  put  it  into  a  corporation,  did  they? 

A.  Then  it  eventually  got  into  a  corporation. 

Q.  And  the  corporation  paid  more  for  it  ? 

A.  I  do  not  know  about  that.  It  got  into  a  corporation 
e\entually,  and  the  country  was  surveyed  with  a  view  to  the 
finding  of  a  market  for  the  developed  power.  At  that  stage 
came  the  question  of  financing,  and  then  it  came  before  the 
^Michigan  Railroad  Commission,  and  they  asked  to  finance  the 
property  on  a  very  large  sum,  much  larger  than  the  Com- 
mission felt  was  justified ;  but  in  the  discussions  which  took 
place  there  was  alloAved,  or  at  least  I  think  there  was  allowed, 
a  considerable  sum  to  compensate  these  gentlemen  for  their 
energy  and  brains  in  getting  the  business  together. 

Q.  How  considerable  was  the  sum? 

A.  I  really  do  not  know,  your  Honor.  I  have  never  seen 
the  results  and  I  am  not  sure  that  it  was  done,  but  that  seemed 
to  be  the  intention  of  the  Commission  at  the  time  we  dis- 
cussed it. 

O.  Is  that  the  only  case  of  that  kind  you  know  of? 

A.  It  happens  to  be  the  only  one  in  which  I  had  any 
personal   knowledge  or   connection. 

O.  You  know  of  no  promoters  of  the  Bell  Company? 

A.  I  do  not  know  anything  about  the  inside  business  of 
the  Bell  Company. 

^Ir.  Marve  :  I  do  not  think  we  have  put  any  in  our 
inventory. 

The  Witness  :  If  I  may  say  another  word,  sir,  I  think 
there  are  occasions  where  a  man's  brains  have  made  a  wonder- 
ful success  of  a  business  that  is  very  much  desired  -by  the 
public ;  it  is  absolutely  necessary  to  the  welfare  of  the  public 
that  that  business  should  succeed,  and  the  business  has  been 
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a  failure — I  have  in  mind  an  instance — and,  by  the  brains  and 
the  experience  brought  in  by  another  individual,  it  was  made 
a  very  fine  success.  Now  it  seems  to  me,  in  all  justice,  and  in 
the  interest  of  the  community  which  that  utility  served,  that 
n.ian  with  the  brains,  who  was  able  to  make  a  success  of 
what  had  been  a  failure,  might  very  justly  be  entitled  to 
some  compensation  for  his  brains.  That  is  my  personal  view 
of  the  matter. 

By  Mr.  AIarve  : — 

O.  Then  your  other  item,  the  next  item,  was  cost  of 
financing  ? 

A.  Yes. 

O.  \\'here  do  you  place  that  in  your  appraisal? 

A.  The  cost  of  financing — and  by  that  I  may  include  also 
discount  on  bonds  and  all  those  things — I  myself  was  inclined 
to  place  in  capital ;  but  I  believe  it  is  considered  better  econ- 
omics to  carry  it  as  a  floating  debt  and  amortise  it,  or  add 
it  to  the  interest  charge,  rather  than  to  incorporate  it  in  capital. 
I  have  not  concerned  myself  particularly  as  to  the  best  place 
to  put  it.  whether  in  capital  or  to  carry  it  as  a  floating  debt, 
particularly  in  rate  cases,  because  it  does  not  make  a  very 
great  difference.  The  money  that  represents  discounts  and 
the  cost  of  financing  has  got  to  be  supported  somewhere,  either 
in  capital  or  as  a  floating  debt,  and  it  comes  out  of  earnings. 

O.  Then,  as  I  understood  your  testimony  this  morning, 
these  items  upon  which  you  have  dwelt,  beginning  at  your 
first,  preliminary  and  organization,  and  down  through  the 
cost  of  financing,  it  is  your  practice  to  consider  as  elements  of 
the  plant  or  of  the  physical  property? 

A.  Yes,  as  elements  of  the  physical  property,  with  the 
possible  exception  that  the  cost  of  financing  may  or  may  not 
go  into  capital. 

O.  And  it  is  upon  those  elements  that  you  base  the  value 
of  a  company,  as  ready  to  start  in^to  operation  ? 

A.  Yes,  sir. 

O.  A  company  only  with  the  physical  property  and  the 
elements  thereof? 

A.  Yes,  sir. 
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Q.  With  the  t)verhcad  percentae^es  applicable  to  the  con- 
struction of  the  physical  property  ? 

A.  Yes,  sir.  All  the  expenses  have  been  included  that 
relate  to  the  building  up  of  the  physical  property,  ready  to  do 
the  business  and  render  the  service  for  which  it  was  intended. 

O.  Including  nothing,  however,  for  any  of  the  elements 
of  cost  of  attaching  a  business  to  that  physical  property? 

A.  Not  at  all. 

Q.  You  have  not  come  to  those  yet? 

A.  No. 

O.  Having-  thus  arrived  at  the  cost  new  of  the  physical 
property,  ready  to  start  into  operation,  you  come  to  your  next 
general  head,  operating  expenses? 

A.  Yes,  sir. 

O.  Will  you  kindly  explain  v;hat  you  hiclude  in  operat- 
ing expenses  ? 

A.  Following  the  plan  of  keeping  the  elements  separated 
as  much  as  possible  in  a  utility  plant,  I  have  separated  the 
operating  expenses  or  elements — a  number  of  elements  whicb 
are  sometimes  grouped  in  operating  expenses — and  I  have 
mentioned  them  separately,  so  that  there  can  be  no  confusion. 
Now  operating  expenses  per  se — =by  that  I  mean  salaries,  wages, 
fuel  and  other  supplies,  repair  and  up-keep — are  all  expendi- 
tures required  in  rendering  the  service  of  the  utility,  including 
insurance  and  taxes.  Those  are  operating  expenses  per  se. 
and  they  do  not  contemplate,  as  is  cjuite  the  common  practice 
in  steam  railroads,  the  charging  to  operating  expenses  of  a 
considerable  part  of  maintenance  and  betterments  and  things 
of  that  sort.  That  was  more  the  practice  in  the  past  than  it 
is  to-day,  but  you  will  find  steam  railroad  expenses  running 
as  high  as  78%  and  84^^,  and  in  one  case  I  know  of  95%, 
something  of  the  sort.  It  will  run  all  the  way  from  55% 
or  60%  up  to  75%  or  80%  depending  upon  what  the  elements 
are. 

Bv  Commissioner  Pennypacker: — 
O.  Per  cent,  of  what? 
A.  Of  the  earninsrs. 
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By  ^Ir.  ]\Iarve  : — 

O.  The  railroads  are  still  urging  that  that  is  the  correct 
way  to  handle  railroad  costs? 

-A.  I  am  not  so  certain  about  that.  I  think  there  has  been 
a  very  much  changed  practice  since  the  valuations  were  made 
in  [Michigan,  for  since  that  time  we  have  had  this  complete 
overhauling  of  the  systems  of  accounting  established  by  the 
Interstate  Commerce  Commission.  It  was  the  very  great  diffi- 
culties of  analyzing  the  accounts  of  the  railroads,  in  connec- 
tion with  these  appraisals  that  were  being  made  in  Michigan, 
that  led  Professor  Henry  Adams  to  inaugurate  this  revision  of 
accounting  systems  for  the  Interstate  Commerce  Commission. 
In  other  words.  Professor  Adams  desired  to  bring  about  a 
system  of  cost  accounting  which  would  enable  elements  to  be 
separated,  elements  of  cost,  as  distinguished  from  elements  of 
operation. 

O.  For  the  purpose  of  seeing  how  many  of  the  better- 
ments were  being  constructed  out  of  earnings? 

A.  Yes,  one  of  the  points  was  to  see  how  much  money 
was  going  into  betterments  out  of  earnings. 

O.  The  Interstate  Commerce  Commission  has  not  as  yet 
decided  whether  or  not  they  are  going  to  allow  that  to  con- 
tinue ? 

A.  I  do  not  know,  sir,  about  that. 

O.  Then  your  next  general  element,  that  has  to  be  taken 
into  consideration  in  a  rate  case? 

A.  Of  course,  the  operating  expenses  come  necessarily 
first.  You  have  got  to  pay  the  costs  of  operation  to  make  the 
property  earn  anything  at  all.  After  the  costs  of  operation, 
including  taxes,  have  been  paid  out  of  earnings,  then  comes 
the  interest  return  on  the  money  invested  in  the  utility.  It 
may  be  in  the  form  of  bond  interest,  or  it  may  be  in  the  form 
of  a  dividend ;  but  it  is  the  return  upon  the  investment.  Then 
comes,  following  that — or  perhaps  it  ought  to  precede  it — the 
interest  on  the  floating  debts,  on  the  money  that  has  to  be 
borrov»ed,  and  which  has  not  been  properly,  or  could  not  be 
properly,  incorporated  in  capital,  for  example, 

O.  That  is  just  interest? 
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A.  Yes.  just  interest.  Then  comes  the  cost  of  estabHsh- 
ing  the  business. 

T5v  Commissioner  Pexxvpacker  : — 

0.  I  suppose  that  depends  on  whether  there  is  any  float- 
ing debt,  does  it  not  ? 

A.  Yes,  it  does,  but  I  think  there  is  ahiiost  always  more 
or  less  borrowing-  from  day  to  day.  or  week  to  week,  in  order 
to  keep  the  business  going.  I  think  utilities  in  general  have 
to  have  constantly  an  interest  account  to  pay. 

By  ]^Ir.  ]\Iarye: — 

O.  Interest  on  notes,  or  whatever  it  ma\-  be? 

A.  Yes.  Take  a  water  works,  of  which  I  know  because 
of  recent  experience.  There  comes  a  good  market  for  pipe, 
a  fine  market  for  pipe,  and  they  want  to  buy  up  a  year's  sup- 
ply ;  so  they  go  to  the  bank  and  borrow  money  to  pay  for  the 
pipe,  and  then  they  pay  the  interest  on  that  money  until  the 
uote  is  paid.  It  is  more  money  than  they  happen  to  have  in 
their  working  capital. 

By  Com:missioxer  Pexxvpacker: — 

O.  A  more  simple  plan  would  be  to  draw  a  check  on  the 
bank  ? 

A.  Yes — having  no  money  there  to  meet  it,  I  suppose. 

O.  Xo,  I  assume  the  money  would  be  there. 

A.  My' point  was  this,  that  the  working  capital,  the  check- 
ing account  at  the  bank,  might  not  be  sufficient  to  enable  them 
to  accumulate  this  material,  and  they  would  have  to  increase 
their  working  capital  for  a  bit,  over  and  above  what  was  there, 
and  they  would  have  to  pay  interest  on  it. 

By  ]\Ir.  3iIarye  : — 

O.  Your  working  capital,  as  you  understand  it,  was  suffi- 
cient to  meet  ordinary  current  needs? 

A.  Current  needs,  yes,  sir. 

O.  And  what  you  referred  to  was  an  extraordinary  ex- 
penditure to  take  advantage  of  the  market,  or  for  some  other 
reason  ? 

A.  Yes.     It  may  be,  and  it  very  often  does  happen  to  be, 
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an  accident,  and  they  have  to  repair  it  and  they  do  not  happen 
to  have  any  surplus  that  they  can  readily  avail  themselves 
of,  and  so  they  go  to  the  bank  and  borrow  the  money  to  make 
good  the  accident.  A  very  frequent  accident  in  hydro-electric 
plants  is  the  \\ashing  out  of  the  embankment  of  the  dam, 
perhaps,  itself;  or  another  accident  I  have  known  to  happen 
is  the  driftwood  drifting  into  the  wheel  and  stripping  the 
buckets  out  of  the  water  wheel,  which  necessitates  the  pur- 
chase of  a  new  runner.  That  is  a  considerable  expense,  and 
it  is  not  anticipated,  perhaps,  in  the  amount  of  working 
capital  that  they  are  carrying. 

O.  This  is  in  addition,  then,  to  your  estimate  of  work- 
ing capital  ? 

A.  Yes. 

Q.  That  would  be  currently  required? 

A.  Yes. 

O.  And  then  your  next  element  is  what? 

A.  The  cost  of  establishing  the  business  is  the  next  item, 
and  by  that  I  mean  the  sums  of  money  required  to  be  bor- 
rowed, with  interest  on  the  same,  to  make  good  the  difference 
between  the  earnings  and  the  expenditures  up  to  the  time  that 
the  earnings  become  sufficient  to  meet  all  expenditures.  This 
is  while  the  business  is  being  built  up.  It  comes  immediately 
after  starting  it.  The  property  is  new — a  wheel  has  not  turned. 
You  have  got  together  the  necessary  stores  and  supplies  and 
working  capital,  and  have  put  blood  into  the  system,  and  it 
begins  to  circulate ;  the  system  comes  to  life  and  it  begins  to 
earn.  It  may  take  five  or  six  years  before  the  earnings  be- 
come sufficient  to  meet  all  the  expenditures.  It  may  take  a 
dozen  years.  I  know  of  one  case  which  has  taken  fifteen  years 
and  the  earnings  ha^x  not  yet  met  the  expenditures,  and  they 
are  not  expected  to  for  twenty  years.  Xow  then,  to  carry  on 
your  business  you  have  got  to  borrow  enough  money  to  make 
good  those  deficits  in  earnings,  and  you  have  got  to  pay  the 
interest  on  those  sums  borrowed.  Those  sums  in  the  aggregate 
constitute  the  cost  of  establishing  the  business,  as  I  have 
defined  it ;  in  other  words,  the  cost  of  procuring  a  going 
concern. 

O.  And  what  is  vour  method  for  arriving  at  it? 
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A.  There  have  been  two  methods.  It  is  an  element  of 
cost  rather  cHfticult  to  determine,  for  two  reasons :  one  is  the 
lack  of  an  adequate  history  of  the  company,  a  lack  of  a 
system  of  accounting  which  will  enable  you  to  know  just  what 
these  elements  of  cost  were.  If  you  can  get  it  from  the  history 
of  the  company,  that,  of  course,  is  very  satisfactory.  I  know 
of  only  three  instances,  I  think,  possibly  four,  with  which  I 
have  been  personally  connected  where  it  was  possible  to  com- 
plete from  the  accounts  by  the  help  of  skilled  accountants,  the 
deficits  during  the  early  periods  of  operation,  which  enabled 
one  to  know  how  much  money  actually  had  to  be  borrowed 
and  interest  paid  on  it,  up  to  the  time  that  the  earnings  became 
zufificient  to  meet  all  expenditures.  How  well  you  can  do  that, 
of  course,  depends  on  the  bookkeeping.  In  one  case  that  I 
had  to  deal  with,  it  was  necessary  to  determine,  not  the  cost 
of  procuring  a  going  concern,  but  the  value  of  the  business 
as  a  going  concern,  that  is,  its  going  concern  value.  That 
element  had  to  be  determined,  because  it  was  a  case  of  absorp- 
tion of  a  hydro-electric  power  plant  by  the  Government,  and 
the  Government  was  required  by  Act  of  Congress  to  pay  the 
value  of  the  property. 

Q.  What  Government? 

A.  The  Federal  Government.  That  led  to  the  determina- 
tion, by  a  precisely  similar  method,  of  the  value  of  this  prop- 
erty as  a  going  concern  at  a  particular  date,  wdien  the  transfer 
was  to  be  made,  and  the  principles  that  were  involved  in  the 
production  of  that  going  concern  value  were  precisely  identical 
with  those  followed  in  determining  the  cost  of  procuring  the 
going  concern — absolutely  the  same  elements,  and  a  very  inter- 
esting computation  it  proved  to  be. 

O.  How  did  they  do  that? 

A.  Perhaps  I  might  illustrate  the  principle  better,  if  the 
Commission  have  no  objection,  by  using  a  diagram.  This 
diagram,  which  I  am  now  showing  you,  has  not  to  do  wdth  any 
specific  property  at  all.  It  is  just  an  illustrative  diagram,  and 
T  think  it  will  aid  somewhat  in  understanding  the  method  that 
I  have  been  trying  to  describe.  The  first  element,  and  the 
element  upon  which  the  construction  is  based,  is  the  cost  of 
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the  property  for  successive  years,  back  as  far  as  you  can  go — 
back  to  the  beginning,  if  you  can  go  that  far  back. 

By  Mr.  Swayze: — 

O.  Taken  from  where? 

A.  Taken  from  the  books,  ordinarily,  because  that  is  the 
only  source  you  really  have  in  such  a  demonstration  as  I  am 
making  here. 

Q.  Corrected  by  the  accountants? 

A.  Corrected  by  the  accountants,  always.  I  never  knew 
of  a  case  where  they  were  not  corrected  by  the  accountants 
for  the  purpose  of  making  this  demonstration.  After  the 
capital  has  been  obtained,  then  the  area  which  you  see  at  the 
bottom  of  the  figure,  in  yellow,  represents  the  interest  on  the 
c-osts  throughout  the  period,  this  being  the  period  at  which 
the  property  was  going  to  be  sold,  say.  (Exhibiting  diagram 
to  Commission  and  indicating  thereon.)  A  year  was  allowed 
in  this  case  for  the  building  of  the  property.  It  started  here 
with  nothing,  at  the  year  1900,  and  at  the  beginning  of  the 
}ear  1901  the  property  was  supposed  to  be  built.  You  notice 
that  gives  the  property,  starting  at  zero  in  1900,  coming  to 
the  point  indicated  on  the  diagram  in  1901,  and  increasing  up 
to  the  present  time,  every  year.  Now  the  next  element  to  be 
considered — the  next  important  element — after  interest,  is  the 
depreciation,  and  by  the  depreciation  there  I  mean  the  money 
that  must  be  expended — the  per  cent,  of  the  cost  of  the  prop- 
erty that  must  be  expended  in  order  to  maintain  it  always  in 
condition  to  render  the  service  demanded ;  in  other  words, 
to  maintain  it  in  some  steady  condition,  satisfactory  to  the 
production  of  the  service  necessary.  That  is  added  on  top  of 
the  interest.  Then  comes  the  question  of  taxes  on  top  of  that. 
You  can  usually  find  the  taxes  out  of  the  books;  that  is  the 
only  thing  that  you  can  usually  get.  You  can  never  get  the 
depreciation  out  of  the  old  books.  That  is  utterly  out  of  the 
question,  so  far  as  my  experience  goes.  Now  comes  on  top 
of  the  taxes — again  shown  in  yellow — the  operating  expenses, 
pure  and  simple,  as  I  have  described  them.  Then  we  have  a 
line,  which  is  shown  by  the  heavy  black  line,  above  the  yellow 
area,  representing  the  sum  total  of  the  interest,  the  deprecia- 
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lion,  the  taxes  and  the  oi)erating  expenses.  The  property  he- 
gins  to  earn  at  the  end  of  the  first  year;  that  is,  it  is  put  into 
c;peration,  and  this  heavy  curved  black  Hne  represents  the 
growth  of  the  earnings.  You  notice  at  the  left  hand  side  of  the 
diagram  a  hatched  area,  which  represents  the  difference  be- 
tween the  earnings  and  the  cost  of  the  property.  That  hatched 
area  is  a  deficit,  and  the  deficit  continues  until  the  broad  gross 
earning  curve  line  crosses  the  upper  line  of  the  expenditures 
in  the  aggregate.  At  that  point,  then,  we  have  secured  what 
may  be  called  a  fully  going  concern,  all  the  expenditures  being 
met  out  of  earnings.  Xow,  as  we  borrow  money  to  make  good 
these  deficits  in  the  early  stages  of  operation,  we  have  to  pay 
interest  on  it,  and,  therefore,  there  is  a  little  dark  yellow 
streak,  which  represents  the  interest  on  top  of  the  borrowed 
money,  and  that  is  carried  over,  of  course,  and  presumably 
disappears  with  the  deficit  itself,  although  it  does  not  neces- 
sarily do  that. 

Bv  Commissioner  Penxypacker: — 

O.  You  add  an  interest  on  the  deficit,  in  addition  to  the 
interest  on  the  cost? 

A.  You  see,  these  are  different  costs.  In  the  lower  yellow 
area  are  interests  on  the  costs,  and  this  is  interest  on  borrowed 
money,  over  and  above  the  cost.  This  is  a  totally  difi'erent 
interest  from  that. 

By  Commissioner  Brecht  : — 

O.  That  is,  the  lower  coloring  is  interest  on  the  cost 
of  building  the  property  and  the  hatched  area  is  interest  as 
applied  to  the  operating  expenses? 

A.  Precisely.  The  lower  yellow  area  is  interest  on 
plant  cost  and  the  upper,  hatched  yellow  area,  above  the  gross 
earnings  line,  is  the  deficit  in  the  earnings,  deficit  from  opera- 
tion, and  it  has  joined  with  it.  in  darker  yellow,  the  interest 
on  the  deficit. 

By  .Mr.  ]\Iarve  :— 

O.  In  other  words,  it  compounds  ? 

A.  It  compounds.     Xow  to  complete  this  problem  as  an 
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illustrative  diagram,  I  have  introduced  the  principle  of  the 
sinking  fund,  which  is  shown  in  green  near  the  top.  That 
sinking  fund  in  this  case  starts  at  the  end  of  the  second  year. 
It  can  start  anywhere,  of  course,  and  I  have  put  that  in  there 
simply  to  show  that  there  must  be  some  money  taken  out  of 
earnings,  which  will  make  good  the  difference  between  the 
plant  cost  and  its  condition,  whatever  it  is  maintained  at.  So 
that  b}-  combining  the  actual  present  value  of  the  plant,  if 
you  like  to  call  it  that,  say  80%,  with  the  sinking  fund  up  to 
20%,  ^ve  have  always  available  the  total  plant  cost. 

O.  That  is  the  sinking  fund  about  which  you  were  speak- 
ing this  morning? 

A.  Yes,  that  is  precisely  it.  Now  when  we  sum  up  these 
deficits,  that  gives  the  cost  of  procuring  a  going  concern,  or 
the  cost  of  establishing  the  business. 

By  Commissioxer  Penxvpacker  : — 

Q.  I  take  it  that  this  is  not  a  map  of  an  actual  operation " 

A.  No.    I  have  one. 

O.  This  is  a  theoretical  map? 

A.  Preciselv,  but  I  have  an  actual  case  which  I  will  show 
you. 

Bv  Mr.  Marve:— 

Q.  That  is  really  calculating,  then,  the  cost  of  establish- 
ing the  business  by  what  is  sometimes  called  the  historical 
method  ? 

A.  The  historical  method. 

O.  And   sometimes   called   the   \\'isconsin   method? 

A.  Sometimes  called  the  Wisconsin  method.  It  is  known 
as  the  Wisconsin  method  now. 

Bv  Mr.  Brecht: — 

O.  It  seems  to  take  six  years,  about,  to  make  it  a  fully 
going  concern? 

A.  Yes.  This  diagram  was  constructed  freehand  and  it 
just  happened  to  run  out  that  way. 

Q.  It  is  intended  to  show  that  it  took  six  years  to  develo]) 
into  a  going  concern? 
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A.  Yes.  Now  answering  the  specific  question  which  Icfl 
to  the  reference  to  this  diagram,  namely,  the  vahie  of  this 
husiness  in  1908  as  a  going  concern  value,  as  distin'^uished 
from  cost.  This  is  cost  we  have  heen  talking  about.  Now 
the  propertv  is  to  be  sold,  and  we  want  to  determine  its  value 
as  a  going  concern.  This  particular  diagram  has  been  worked 
out  for  that.  I  do  not  happen  to  have  that  solution  with  me, 
but  I  can  describe  it,  1  think,  so  that  you  will  get  the  idea. 
Each  one  of  these  lines — the  line  at  the  top  of  the  interest  and 
the  top  of  the  depreciation  and  the  top  of  the  taxes — is  ex- 
tended to  the  right.  That  is,  we  predict  as  nearly  as  possible, 
from  Vv'hat  has  taken  place,  what  the  future  is  likely  to  be. 
The  gross  earriing  line  is  likewise  continued  to  the  right. 
Then  we  assume  a  period  of  time  which  we  think,  from  our 
experience,  will  be  sufficient  to  rebuild  this  property  entirely 
new  at  this  particular  time.  Then  we  construct,  with  these 
lines  in  their  new  positions,  precisely  the  same  elements  that 
we  used  over  here  in  determining  the  cost  of  the  going  con- 
cern. It  re(iuires,  of  course,  judgment  based  upon  experience 
to  be  able  to  put  those  lines  in  so  that  you  feel  conndent  tliat 
they  are  reasonably  accurate,  as  expressing  the  going  concern 
value  at  this  particular  time.  In  other  words,  the  method  is 
preciselv  the  same  the  only  difference  lieing  that  it  is  applied 
to  a  different  time. 

By  Mr.  Marye:— - 

Q.  You  then,  in  that  instance,  applied  a  reproduction 
method  of  estimating  a  going  concern  value,  just  as  you  have 
been  describing  this  morning  how  you  applied  a  reproduction 
method  for  the  physical  valuation  ? 

A.  Yes. 

O.  Instead  of  a  hypothetical  period  of  construction,  you 
have  a  hypothetical  period  in  which  to  bring  the  earnings  and 
recei])ts  up  to  a  point  where  they  equalize  the  expenses? 

A.  Yes,  sir,  that  is  necessary,  and  it  cannot  be  done  at  all 
unless  your  experience  qualifies  you.  In  other  v.ords,  you 
have  to  make  this  expression,  as  we  did  in  the  Soo  water 
power  case  to  which  I  refer — it  has  to  be  made  with  all  ilie 
In-ecautions  it  is  possible  to  take,  so  that,  when  you  see  it.  it 
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appeals  to  you  as  being  right, — as  nearly  right  as  can  be  had. 

By  Mr.  French  : — 

Q.  In  the  case  you  are  referring  to,  whom  did  you  repre- 
sent in  the  transaction? 

A.  In  this  case? 

O.  In  the  case  of  the  Government  condemnation. 

A.  In  this  particular  Government  condemnation? 

O.  Yes,  the  one  you  were  speaking  of. 

A.  I  was  against  the  Government. 

O.  You  represented  the  corporation  ? 

A.  Yes. 

O.  Trying  to  obtain  as  large  a  value  as  possible? 

A.  Trying  to  obtain  as  large  a  value  as  possible? 

O.  Yes,  for  the  corporation  ?  You  represented  the  cor- 
poration. 

A.  A\'hy  should  you  say,  '"trying  to  obtain  as  large  a  value 
as  possible?"    What  led  you  to  make  that  remark? 

O.  You  represented  the  corporation,  did  you  not? 

A.  That  is  quite  true. 

O.  It  was  to  the  advantage  of  the  corporation  to  obtain 
as  large  a  value  for  the  property  as  it  could,  was  it  not? 

A.  It  might  be  to  the  corporation,  but  what  has  that  to  do 
with  me?    That  is  my  question. 

O.  That  is  what  I  wanted  to  find  out. 

A.  It  did  not  make  any  difference  to  me.  Now  I  said  I 
would  point  out  an  actual  case.  I  have  here  the  South  Buf- 
falo case.  This  first  blue  print  that  I  showed  you,  shows  the 
plant  cost  and  on  top  of  that  is  shown  the  working  capital, 
above  the  plant  cost.  The  upper  line  represents  the  total 
capital.  Then  in  this  diagram  which  I  now  show  you,  the  area 
shaded  in  red,  and  which  you  recognize  at  once,  is  the  interest 
on  these  plant  costs.  Then  comes  above  that  the  depreciation. 
Then  comes  the  taxes,  just  the  same,  and  then  comes  the 
operating  expenses  curve,  which  you  see  is  an  irregular  curve 
now,  varying  with  the  years.  Then  comes  the  sum  total  of  all 
the  expenditures,  which  is  the  upper  line  that  you  see  here, 
the  little  red  shaded  area  at  the  top  being  the  interest  on  the 
money  that  had  to  be  borrowed,  and  those  lines,  the  gross 
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earning-  line  and  the  gross  expenditure  line,  cross  over  at  this 
point  "X,"  aljout  seven  and  a  half  years  after  the  plant  started. 

By  Mr.  Marye:— 

0.  \\'hat  plant  was  that? 

A.  What  is  called  the  South  Bufifalo  Railroad. 

O.  Whom  did  you  represent  in  that  matter? 

A.  I  represented  the  South  Buffalo  Railroad,  appearing 
before  the  Interstate  Commerce  Commission.  In  this  case 
I  have  taken  an  interest  return  on  the  plant  capital  cost  at 
8%.  I  have  taken  in  this  case  a  depreciation  of  4%. 
The  taxes  are  taken  at  what  they  actually  were.  Then 
1  have  made  other  curves,  w'liere  the  depreciation  is  taken  ?^ 
other  percentages,  more  for  the  purposes  of  study  and  analysis 
than  anything  else.  There  were  tw^o  difficult  problems  in- 
volved. One  was  the  work  of  the  accountant  'n  separating 
out  plant  costs.  That  was  quite  difficult.  Then  the  other  was 
in  determining  what  was  a  fair  depreciation  to  allow  to  that 
Dlant  cost.  Those  two  being  determined,  the  rest  of  it  was 
arithmetic. 

Q.  Do  you  recall  in  what  case  you  first  used  this  method 
of  estimating  the  cost  of  establishing  the  business  of  a  public 
utility  plant? 

A.  The  method  was  evolved  and  developed  in  connection 
with  the  investigation  by  the  W'^isconsin  Railroad  Commission 
of  the  Milwaukee  street  railways. 

Q.  Evolved  by  whom? 

A.  Well,  by  myself. 

O.  Do  you  recall  the  vear  of  that? 

A.  Yes,^  1906. 

O.  That  was  the  first  time  the  Wisconsin  Commission 
jsed  this  method? 

A.  Yes,  sir — I  think  the  first  time  the  \\'isconsin  Com- 
mission used  it  v>as  in  the  so  called  Antigo  Case. 

O.  That  was  subsequent? 

A.  Subsequently,  yes. 

O.  But  you  had  previously  presented  it,  in  that  Mil- 
u-aukee  Street  Railway  Case,  before  that  Commission? 

A.  Yes,  but  it  had  never  appeared  in  any  of  their  reports, 
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because  the  AUhvaukee  Street  Railway  Case  was  not  decided 
until  within  the  past  year,  if  it  has  been  decided  at  all. 

O.  They,  in  the  meanwhile,  decided  Hill  v.  Antigo 
"Water  Company  and  in  that  the  Commission  itself  used  this 
very  method? 

A.  This  very  method,  yes. 

O.  And  that  has  become  known  as  the  Wisconsin  method  ? 

A.  Yes,  the  so  called  Wisconsin  method  now.  It  might 
be  of  interest,  having  said  as  much  about  it,  to  say  that  the 
demonstration  that  was  made  to  the  Wisconsin  Commission 
was  made  on  the  blackboard,  freehand,  and  substantially  the 
same  as  the  one  I  showed  you  as  an  illustrative  diagram,  and, 
after  it  was  made  and  discu-ssed,  the  W^isconsin  Commission 
requested  to  have  the  method  applied  to  the  ^Milwaukee  railway 
case  and  it  was  applied. 

Q.  You  testified  in  that  case? 

A.  Yes. 

O.  And  it  was  in  the  course  of  your  testimony  that  this 
developed  ? 

A.  Yes,  sir. 

Q.  Under  that  method,  which  you  say  is  purely  historical, 
is  it  your  experience  that  you  reach  a  higher  valuation  for  an 
unsuccessful  property  than  you  would  for  a  successful  pro- 
perty ? 

A.  That  is  a  most  interesting  point,  frequently  made  by 
attorneys  who  desire  to  embarrass  the  witness.  The  question 
almost  always  asked  is  put  in  this  way :  "Then  the  larger  the 
deficits,  the  greater  the  value?"  The  answer,  of  course,  is  this, 
that  it  is  a  public  utility,  it  is  a  public  necessity,  and  if  you 
demand  the  service,  you  must  pay  the  price  for  the  service, 
and  the  price  includes  the  deficits.    That  is  the  answer. 

O.  Having  insufficient  earnings,  those  deficits  have  to 
come  from  but  one  source,  the  only  source  being  capital? 

A.  The  only  source  being  the  patronage  of  the  compan}', 
the  revenue,  the  earnings ;  that  is  the  only  source. 

O.  But  if  the  revenues  are  insufficient,  and,  in  fact,  show 
a  deficit,  and  those  expenditures  have  to  be  met,  then  the  only 
other  source  can  be  from  borrowed  capital  ? 

A.  Oh,  yes,  surely.     You  have  got  to  borrow  the  money 


932a  Mortimer  E.  Cooley. 

to  meet  your  obligations,  otherwise  you  go  into  the  hands  of 
a  receiver. 

O.  Have  you,  in  your  experience,  estimated  the  cost  of 
establishing  the  business,  or  cost  of  procuring  a  going  concern, 
by  a  percentage  method? 

A.  No.  The  only  thing  I  have  to  say  on  that  point  is 
this—  and  I  suppose  it  is  accidental — but  it  happens  that,  in  the 
three  or  four  cases  in  which  I  have  figured  out  the  cost  of 
procuring  a  going  concern,  or  establishing  the  business,  it  just 
happens  that  it  amounts  to  about  10%  of  the  actual  cost 
of  the  plant.  I  do  not  knoAV  that  there  is  necessarily  any  rela- 
tion between  the  two.  I  merely  state  that  as  a  result  of  my 
investigations. 

Q.  That  is,  after  you  have  included  in  plant  all  of  these 
elements  of  expenditure  that  you  have  enumerated  this  morn- 
ing? 

A.  Yes,  after  they  have  all  been  included  and  the  whole 
problem  worked  up,  then  the  sum  of  these  deficits  has 
amounted  to  about  10[%  of  the  cost,  in  the  three  in- 
stances that  I  have  in  mind,  and  possibly  the  fourth  one ;  not 
necessarily  precisely  10%,  but  around  about  that. 

O.  That  you  term  the  "non-physical  property''  of  a  com- 
pany. Is  it  any  the  less  real  or  actual  than  the  physical  struc- 
ture ? 

A.  No,  it  does  not  seem  to  me  to  be  any  the  less  real,  sim- 
ply because  it  is  money  that  has  absolutely  and  actually  to  be 
borrowed,  if  you  are  going  to  render  the  service  for  which  the 
utility  Avas  built.  It  is  just  that  much  additional  capital,  and 
you  can  put  it  into  capital  or  you  can  carry  it  as  a  floating  debt 
and  amortise  it  over  a  period  of  years ;  but,  if  you  have  the 
utility  at  all,  you  have  got  to  have  that  debt.  You  have  got  to 
get  that  business  going.  If  you  do  not  have  it,  if  you  do  not 
do  that,  then  you  do  not  have  any  utility. 

O.  How  do  you  arrive  at  your  estimate  of  the  proper  per- 
centage to  be  set  aside  annually  for  depreciation  ? 

A.  Perhaps  I  can  make  the  best  answer  to  that  question 
by  referring  to  the  method  which  Mr.  Hayward  has  used  in 
this  appraisal. 

Q.  Have  vou  seen  it? 
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A.  I  have  seen  it,  ves.  I  was  very  much  struck  by  it.  It 
is  the  same  method  precisely  that  I  used  in  the  three  cases  to 
which  I  have  referred — precisely  the  same  method,  namely,  to 
determine  the  probable  life  of  each  of  the  elements  that  can 
su^er  decay,  or  become  obsolete  or  inadequate;  then  determine 
the  amount  of  money  that  each  one  of  those  elements  repre- 
sents, the  amount  of  monev  in  the  property  that  is  invested  ; 
then  affect  each  of  those  amounts  of  money  by  the  ileprecia- 
tion  of  th.e  elements  that  the  money  represents,  and  then  ob- 
tain the  weicjhted  average,  or  the  weighted  mean  for  all  of  the 
property  which  can  depreciate.  The  method  followed  by  Mr. 
Hayward  is  in  the  record,  and  it  is  so  good  an  illustration  that 
I  do  not  think  I  need  to  say  very  much  more  about  it,  except 
to  make  this  one  suggestion — or  it  may  possibly  be  a  criticism 
— that  the  danger  in  making  up  this  depreciation  percentage  is 
that  vou  may  overlook  the  depreciation  due  .to  inadequacy  and 
obsolescence.  You  will  say  that  ai  generator  or  a  particular 
unit  will  last  a  given  number  of  years.  Now  you  do  not  say 
that  it  may  disappear  at  the  end  of  ten  or  twelve  or  fifteen 
years,  from  some  cause.  So  we  are  liable,  in  making  up  this 
table,  to  omit,  or  to  fail  to  give  full  weight,  to  the  depreciation 
due  to  obsolescence  and  inadequacy.  So — although  I  do  not 
know  whether  it  is  correct  to  say  it — I  should  look,  if  I  were 
to  examine  closely  into  Air.  Hayward's  tabulation,  to  see 
whether  he  had  introduced  enough  depreciation  to  take  care  of 
inadequacy -and  obsolescence.  He  may  have  done  it,  I  do  not 
know  ;  but  that  is  where  he  is  likely  to  have  erred. 

Commissioner  Pexxypackek  :  I  do  not  think  he  over- 
looked anything  of  that  sort. 

]Mr.  }*1arye:  Wq.  hope  he  has  not.  We  do  not  think  he 
has,  either. 

By  Commissioxer  Penxypacker: — 

O.  I  know  of  a  large  manufacturing  plant  where  the 
owner  employs,  say,  seven  or  eight  hundred  people.  Suppose 
that  you  were  called  upon  to  apply  your  system  to  it :  }'0U 
would  ascertain  the  cost  of  that  plant  and  give  him  a  year  to 
build  it.  and  then  you  would  allow  him  interest  on  the  money 
invested,  and  then  you  v>ould  allow  him  a  certain  time  during 
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which  the  operatinc^  expenses  were  greater  than  the  receipts, 
and  the  interest  on  that  deficit,  and  thus  reach  your  results? 

A.  Yes. 

O.  Now,  as  a  matter  of  fact,  none  of  those  things  oc- 
curred, lie  started  in  a  kitchen  and,  finding  that  he  earned 
a  little  money,  he  took  an  outside  shack,  and  he  earned  a  little 
more  money,  and  presently  he  had  a  small  factory.  Now  he 
has  a  great  manufacturing  establishment.  At  each  step  he  had 
the  money  upon  which  he  went  along,  so  that  he  never  bor- 
rowed anything,  anct  he  did  not  pay  that  interest  and  he  did 
not  have  that  deficit,  because  the  advancement  was  only  made 
after  the  business  had  been  established  and  the  earnings 
showed  that  it  justified  him  in  taking  the  further  step.  Now 
do  you  not  think  a  great  many  institutions,  even  public  utili- 
ties, go  along  pretty  much  in  that  way? 

A.  I  think  very  likely  some  of  the  public  utilities  in  early 
days  may  have  been  built  up  in  the  way  that  you  describe, 
but  I  do  not  think  that  that  is  quite  likely  to  be  the  case 
to-day. 

O.  Is  not  that  likely  to  have  occurred  wnth  the  Bell  Tele- 
phone Company  ?  You  say  they  discovered  or  reached  a  mat- 
ter which  was  of  great  value  to  the  public,  and  it  had  to  be 
developed ;  but  it  grew  very  rapidly  and  the  returns  were  very 
considerable,  and  they  did  not  build  up  all  this  establishment 
at  the  first  step.  They  began  in  a  small  way  aiid  gradually 
extended,  gathering  in  territory  and  extending  areas  and  in- 
creasing the  number  of  their  exchanges,  and  in  that  way  they 
came  where  they  are.  Do  you  not  think  that  is  naturally  the 
way  in.  which  they  moved  along? 

.V.  I  think  there  is  some  business  that  must  have  grown 
up  in  that  way,  but  I  understood  you  to  start  off  with  a 
manufacturing  concern. 

O.  I  did  give  you  the  case  of  a  manufacturing  concern 
of  which  I  happened  to  know. 

A.  Now  you  have  transferred  from  a  manufacturing  con- 
cern to  a  utility.  I  raise  the  question,  because  there  is  a  verv 
great  dift'erence,  as  I  see  it,  between  a  manufacturing  busi- 
ness and  a  utility  business— all  the  difference  in  the  world. 
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and  they  cannot  be  classed  together.  I  think  they  are  funda- 
mentally different. 

Q.  So  they  are  fundamentally  dift'erent  in  one  respect; 
one  serves  the  public  and  the  other  serves  an  individual.  But 
I  am  talking  now  about  the  life  of  the  institution,  and  I  ask 
vou  whether  you  do  not  think  it  is  possible  that  the  Bell  Tele- 
phone Company,  which  is  a  public  utility,  may  have  grown  up 
prett}-  much  in  the  same  way ."' 

A.  Oh.  I  do  not  know  anything  about  the  Bell  Telephone 
Company  per  se,  but  I  know  about  quite  a  number  of  other 
kinds  of  business,  and  I  have  several  in  my  mind  now— water 
works  for  example,  and  street  railways  for  example,  and  gas 
works  for  example. 

Q.  Take  the  Pennsylvania  Railroad,  which  is  a  public 
utility.  It  began  with  a  comparatively  short  road.  All  these 
expenditin^es  of  the  Pennsylvania  Railroad  did  not  begin  in 
the  beginning,  you  know.  They  began  in  very  much  later  years. 
They  started  with  a  short  road  and  they  gradually  extended, 
and  they  gradually  acquired  other  roads,  and  now  they  run 
all  over  the  continent.  You  see,  the  life  of  utilities  is  not  so 
very  different  from  the  life  of  manufacturing  establishments. 

A.  I  think  I  can  cite  a  case,  perhaps,  that  will  be  quite 
as  interesting  as  your  Pennsylvania  Railroad  case,  in  which 
all  the  recent  construction  work  was  built  out  of  earnings. 
Your  question  comes  back  to  a  question  of  property  built  out 
of  earnings,  I  take  it.  The  i\Iichigan  Central  Railroad  was 
built  in  1835,  and  was  merely  a  strap  rail  aff'air,  with  little 
coaches,  and  did  not  cost  so  very  much  at  the  time.  It  was 
built  by  the  State  of  Michigan  and  afterwards  turned  over 
by  the  State  to  private  energy,  because  the  State  could  not 
operate  it  successfully.  Now  this  Michigan  Central  Railroad 
has  grown  into  a  very  great  and  fine  system,  with  double 
track,  100  pound  rail,  the  very  latest  kinds  of  locomotives  and 
cars,  and  everything  up  to  date.  In  the  original  days  the 
Michigan  Central  Railroad  followed  for  13  miles  the  winding 
Huron  River,  right  in  my  county.  Since  then  that  old  road- 
bed, and  everything  that  was  connected  with  the  old  roadbed, 
has  been  abandoned  and  the  road  has  been  straightened  and 
the  grades  have  been  cut  down  and  new  bridges  built  two  or 
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three  times  over,  in  order  to  carry  the  heavier  rolling  stock. 
In  other  words,  this  little  bit  of  a  tiny  property  in  1835,  which 
could  not  earn  enough  money  to  v.arrant  the  State  of  Michigan 
in  keeping  it  up,  and  which  had  to  be  sold  to  the  purchaser, 
has  grown  into  this  property  which  is  to-day  worth  well  above 
$100,000  a  mile  for  cost.  1  am  coming  to  your  question  now: 
I  happen  to  know  that  the  double  tracking  and  the  building  of 
the  station  buildings  was  all  done  out  of  earnings.  That  was 
the  jiolicy  of  Mr.  Ledyard.  the  president  of  the  road.  He 
said,  "I  will  build  all  this  double  track  and  I  will  build  all  these 
fine  station  buildings,  and  I  will  build  them  out  of  earnings 
and  we  will  have  this  fine  property  and  the  stockholders  will 
not  know  anything  about  it  until  they  see  it."'  So  he  paid  all 
those  stockholders  year  after  year  5%,  I  think,  possibly 
6%.  and  all  the  surplus  v.ent  into  new  construction.  Nov/,  the 
New  York  Central  has  the  Michigan  Central  as  a  part  of  its 
system.  The  New  York  Central  had  very  large  expenditures. 
The  old  ^Michigan  Central  policy  was  abandoned  and  all  of 
this  new  construction  work.  liack  through  the  past  10  or  15 
years,  has  been  picked  out  by  accountants  and  put  into  a 
sum  of  money,  and  the  New  York  Central  has  been  trying  to 
float  it  as  capital.  I  do  not  know  whether  it  has  floated  it 
or  not.  I!ut  here  is  the  point,  and  here  is  the  answer  to  your 
question,  as  I  see  it :  Was  it  just  for  the  company  to  take  gut 
of  dividends  the  money  to  build  the  second  track?  The  stock- 
holders said  no,  they  preferred  to  have  the  monev  in  divi- 
dends. So  then  we  may  say,  as  far  as  the  stockholders  were 
concerned,  that  it  was  unjusL— at  least,  they  thought  so. 

Now  was  it  just  to  the  public?  That  is  perhaps  the  more 
important  question,  so  far  as  this  Commission  is  concerned,  al- 
though it  ought  not  to  be.  The  ])ubHc  is  concerned,  of  course, 
in  having  as  low  fares,  as  low  rates  for  traffic,  as  it  can  have, 
but  it  cannot  go  below  a  certain  point,  and  that  is  the  cri^.x  of 
this  whole  question.  There  is  monev  there.  T;:at  money 
has  to  bear  a  certain  return.  If  we  say  8%,  and  you  have 
declared  a  dividend  of  5%  or  6%,  then  there  is  2% 
coming  to  the  stockholders  out  of  that.  If  the  railroad 
then  has  not  had  a  fair  return,  or  if  this  private  business  that 
you  speak  of  has  not  had  a   fair  return,  in  all  those  years, 
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but  has  preferred  to  live  on  a  pittance,  just   from  hand  to 
mouth,  and  spend  all  its  earnings  in  the  building  of  it,  then 
it  seems  to  me  that  that  business  is  entitled,  from  the  begin- 
ning of  things,  to  what  constitutes  a  fair  return  on  the  cost 
of  that  money  from  the  beginning  of  things;  and  understand 
me  to  say  this,  that  I  do  not  say  that  what  is  a  fair  return 
to-day  was  a  fair  return  twenty  years  ago,  for  you  all  know, 
every- one  of  you,  that  the  return  depends  on  the  amount  of 
gamble  involved.     If  the  business  has  passed  beyond  the  stage 
of  gamble,  as  many  of  them  have  to-day,  a  lower  return  is  a 
fair  return.     If  it  is  in  the  beginning  of  the  development  of 
the  business  and  there  is  a  good  deal  of  gamble  involved,  then 
it  must  be  a  very  much   higher  return  to  be  a  fair  return. 
In  other  words,  the  question  of   fair  return  depends  on  the 
gamble  involved.     So  I  say  that  it  may  or  may  not  be  fair, 
depending  upon  the  history  of  things,  and  one  cannot  answer 
your  question  off  hand.     You  have  got  to  have  the  history; 
you  have  got  to  know  all  about  it  from  the  time  the  property 
started.    It  may  be  proper,  it  may  be  improper ;  I  do  not  know. 
But  that  is  the  way  I  look  at  it,  the  vv'ay  I  try  to  look  at  it. 
The  interest   of   the   man   who   has   put   his   money   into   the 
property  must  be  considered,  as  well  as  the  interest  of  th€ 
man  who  is  paying  the.  return  on   that   money.     After   you 
have  contracted  to  deliver  a  utility  property,  which  is  going 
to  cost  so  much,  and  every  element  of  cost  perhaps  can  be 
agreed  upon   in   advance,   the  people  whom   the  utility   is   to 
serve    say,    "^^^e    will    guarantee    you    an    8%>     return     ox\ 
that,"  to  illustrate.     "Very  well."     "And  we  will  also  guar- 
antee to  restore  to  you,  at  the  end  of  the  franchise  life" — if 
it  be  a  franchise — "the  entire  capital  which  you  put  info  it, 
and  wliich  we  agree  is  the  proper  capital.     You  will  get  your 
capital  and  you  will  get  your  return  on  it.     That  is  our  con- 
tract."    Now  if  the  property  has  earned  more  than  the  con- 
tract calls  for.  I  say  it  belongs  to  the  public.    That  is  my  posi- 
tion in  the  matter.     But  you  must  first  find  out  whether  the 
business  has   responded  to  the  contract   requirements,   either 
legally  or  ethically. 
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\\\  Commissioner  rKXNVPACKER  : — 

Q.  Now  let  me  put  another  concrete  case  to  you.  There 
was  a  railroad  that  started  from  your  region  to  run  across 
the  continent  to  the  Pacific  Ocean.  It  was  regarded  as  a 
very  important  venture,  and  so  the  Government  considered  it, 
and  the  Government  gave  land  enough,  as  they  thought,  to 
insure  the  payment  for  the  laying  out  of  the  road,  in  alternate 
quarter  sections.  It  proved  to  be  a  great  success  finally,*  and 
the  road  is  a  prosperous  road.  Xow  suppose  you  were  called 
upon  to  value  that  road,  and  to  apply  your  system  to  it. 
Would  you  estimate  the  value  of  all  those  lands  of  the  road, 
and  assume  that  the  railroad  had  gone  into  debt  for  that 
amount  in  the  beginning,  and  should  be  allowed  interest  down 
to  the  present  time?  \\'ould  that  be  a  proper  application  of 
}-our  theory? 

A.  I  do  not  know  whether  it  would  or  not.  I  would  not 
assume  anything.  The  first  thing  I  would  do  would  be  to 
find  what  it  would  cost  to  rebuild  that  road  to-day.  and  I 
would  compare  the  elements  with  the  cost  of  rebuilding  the 
Union  Pacific  Railroad  to-day  with  what  it  has  actually  cost 
by  the  books,  if  it  is  possible  to  determine  it. 

O.  And  you  would  ascertain  hov>'  much  less  it  had  to  pay 
because  it  got  all  that  land,  would  you-  not? 

'  A.  Yes,  but  now  one  question.  Governor,  and  I  think  it 
is  most  important  and  I  think,  too,  it  is  the  crux :  How  was 
the  Union  Pacific  Railroad  built  in  the  first  place?  How  was 
the  capital  enlisted  in  the  Union  Pacific  in  the  first  place? 
That  capital  was  bought,  just  the  same  as  the  steel  rails  were 
bought.  What  was  the  price  of  that  capital?  It  was  this  land. 
Xow  you  never  would  have  had  the  Union  Pacific  Railroad 
if  it  had  not  been  for  that  deal,  assuming  it  to  be  a  square 
ileal.  It  is  precisely  the  same  situation  which  confronts  the 
Duluth,  South  Shore  &  Atlantic,  in  the  upper  peninsula  of 
Michigan,  which  is  in  the  Federal  Courts  to-day.  The  road 
brought  suit  to  enjoin  the  x\ttorney-General  from  putting 
into  force  a  two-cent  fare  rate,  on  the  ground  that  it  was 
confiscation ;  yet  every  alternate  county  through  the  State 
was  given  to  the  South  Shore,  away  back  in  the  time  when  it 
was  a  wilderness.     The  price  to  start  that  road,  to  bring  the- 
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capital  in  to  build  that  road,  was  every  other  county.  Now 
I  do  not  mean  to  say,  and  I  do  not  want  you  to  so  under- 
stand me,  that  I  put  myself  down  in  any  hard  and  fast  posi- 
tion, for  I  do  not.  I  have  had  too  much  experience  with  these 
cases  to  stand  here  on  my  feet  and  say.  "You  shall  do  this 
and  you  shall  not  do  something  else."  You  cannot  tell  what 
you  are  going  to  do,  but  you  are  going  to  do,  before  you  are 
through  with  it,  absolutely  the  fair  thing,  just  so  far  as  you 
know  what  that  fair  thing  is,  and  I  am  talking  this  way  to 
you  simply  to  contribute  my  little  mite  toward  bringing  about 
a  complete  understanding  of  these  things  that  have  to  be  con- 
sidered in  every  rate  case,  and  in  every  tax  valuation  case. 
You  have  to  consider  them.  You  do  not  always  have  to  use 
them,  but  you  have  to  consider  them.  You  cannot  escape  it, 
if  you  are  going  to  give  it  a  fair  deal. 

By  ]\Ir.  ^Iarye  : — 

O.  In  your  calculations  that  you  have  used,  in  the  cases 
where  you  have  applied  your  method  of  determining  the  cost  of 
procuring  the  business,  or  establishing  the  business,  what  rate 
of  return  have  you  assumed? 

A.  I  have  assumed  in  the  past  different  rates  of  per- 
centage. The  Wisconsin  Railroad  Commission  asked  me  to 
work  it  up  on  three  assumptions :  an  8%  return,  a  10%  return, 
and  a  12'7c  return,  and  I  did  so.  I  do  not  know  which  they 
used. 

Q.  Did  they  ask  for  anything  lower  than  8? 

A.  No. 

Q.  In  your  appraisals  before  other  commissions,  what 
rate  of  return  have  you  used? 

A.  In  connection  with  utility  work,  I  do  not  think  I  have 
ever  worked  up  less  than  an  8%  return. 

O.  Have  you  ever  heard  any  criticism  of  that? 

A.  No. 

Q.  You  have  never  had  a  request  to  calculate  on  a  lower 
basis  ? 

A.  No,  none  at  all. 

Q.  Have  you  ever  made  your  calculations  by  using 
different  rates  of  return  for  diilerent  periods,  taking  a  busi- 
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ncss.  for  example,  that  has  been  in  operation  for  thirty  years, 
from  the  beginning  of  the  art  to  the  date  of  your  appraisal, 
and  assumed  one  rate  for  the  first  decade,  another  rate  for 
the  next  decade  and  another  rate  for  the  last  decade? 

A.  I  cannot  be  sure  whether  I  have  really  done  that  or 
not.  I  touched  upon  that  point  in  my  previous  answer  to 
some  extent,  in  saying  that  a  rate  of  return  which  might  be 
entirely  fair  to-day  would  be  perhaps  altogether  too  low  10 
or  20  or  30  years  ago,  and  I  think  it  would  be  altogether 
proper,  indeed  necessary,  in  the  consideration  of  the  .develop- 
ment of  the  costs  of  a  property,  to  use  percentages  which 
represented  the  amount  of  gamble  involved  in  the  business  in 
its  early  years. 

Q.  And  it  is  your  opinion  that,  as  a  percentage,  a  fair 
rate  of  return  for  the  public  utilities  with  which  you  are  ac- 
quainted, is  8%  ? 

A.  I  do  not  know  of  a  single  utility  that  I  have  ever 
come  up  against  that  got  anywhere  near  an  8%  return,  but 
we  talk  about  8%, 

O.  That  is  the  rate  that  you  assume? 

A.  ^^'e  start  off  on  the  theory  that  they  will  get  an 
8%  return,  but  I  have  never  run  across  one,  to  have 
personal  knowledge  of  it.  where  it  did  get  8%.  I  have 
very  intimate  knowledge  of  a  property  which  involved  the 
investment  of  capital  at  the  invitation  of  the  common  council 
of  the  city.  That  is.  in  the  building  of  a  water  works,  they 
were  formally  invited  by  the  common  council  to  build  this 
water  power,  and  it  ran  28  years  on  a  30-year  franchise  and 
then  in  the  end.  through  the  attitude  of  the  public,  to  make  a 
long  story  short,  it  resulted  in  the  offering  of  the  property 
for  sale  at  considerably  less  than  the  money  that  had  been 
put  into  it.  That  did  not  pass  by  vote  of  the  people,  and  later 
on.  when  it  became  necessary  to  re-finance  the  property,  on 
account  of  the  bonds  being  due,  they  could  not  finance  that 
property  for  less  than  $75,000  on  a  basis  of  $525,000.  because 
the  attitude  of  the  public  in  that  city  was  such  that  no 
moneyed  concern  would  venture  to  take  any  chances  with 
its  money  unless  you  paid  a  premium  of  $75,000  on  $525,000. 
Now  the  property  was  sold  to  the  city.     The  company  offered 
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it  at  the  $525,000,  less  the  $75,000,  or  $450,000.  It  paid  back, 
to  my  personal  knowledge,  66  cents  on  every  100  cents  that 
was  put  in,  and  the  average  return  for  28  years  was  less 
than  6% — and  that  money  was  brought  in  there  by 
invitation,  as  the  result  of  a  formal  resolution  of  the  common 
council  of  the  city.  That  is  the  condition  which  confronts 
the  people  of  this  country  to-day.  There  is  no  stability  in 
any  of  this  utility  business — absolutely  no  stability.  You  do 
one  thing  to-day.  and  to-morrow  it  is  undone.  When  you  con- 
sider the  magnitude  of  the  utility  business  in  this  country,  you 
cannot  talk  about  any  5%  and  6%  returns,  with  the  amount 
of  gamble  that  is  involved,  the  hazard.  You  cannot  talk 
about  it. 

O.  In  other  words,  you  do  not  think  that  any  such  rate 
as  that  would  attract  capital? 

A.  It  is  utterly  out  of  the  question.  Capital  would  not 
have  a  look  in.  Look  at  the  railroad  buildings  that  have  been 
built  in  the  last  five  years.  There  has  been  almost  no  rail- 
road building  in  this  country — almost  no  railroad  building. 
Look  at  the  utilities  that  have  been  built  in  the  last  few  years ; 
there'  is  very  little  money  going  into  new  utilities,  except  as 
it  is  forced  in.  The  men  who  have  their  money  in  utilities 
to-day,  gentlemen,  are  like  the  Irishman  that  has  the  bull  by 
the  horns.  They  cannot  let  go.  That  is  the  situation.  And 
when  you  realize  that  $37,000,000,000  out  of  $88,000,000,000 
of  corporate  property  in  this  United  States.  41%  of  all 
the  corporate  property,  is  in  utilities — $37.000000.000— it  is 
a  pretty  big  undertaking  that  the  Public  Service  Commissions 
of  this  country  have  to  handle  to-day.  There  is  an  investment 
of  40%  of  all  the  corporate  property  of  this  co.ml  -y  in  utilities, 
that  passes  under  the  survev  of  tb.e  utilitv  commissions  of  this 
country. 

By  Commissioner  Breciit  : — 

Q.  Is  not  that  dearth  of  building  largely  due  to  the  fact 
that  the  country  is  occupied  by  utilities  and  railroads? 

A.  I  do  not  think  so.  Perhaps  you  are  right.  I  wotdd 
not  say  it  was  not  due  to  tliat  fact ;  but  I  do  not  think  so ;  I 
think  the  trouble  is  this:   I   think  nobody  cares  to   take  the 
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chances.  I  know  of  a  litllc  instance  where  some  young  fellows, 
just  starting  into  business,  bought  a  gas  property  out  in 
Oklahoma.  The  transaction  had  hardly  been  consummated 
when  the  people  voted  to  give  another  franchise  to  another 
concern,  \\niat  is  the  result?  The  money  already  invested  in 
that  little  town  in  Oklahoma  is  jeopardized.  It  may  result  in 
the  ruin  of  the  entire  business  with  its  investments  in  that 
little  town,  just  because  of  the  attitude  of  the  people  toward  it 

By  Mr.  Marve  :— 

O.  Do  you  think  that  the  utilities  are,  to  a  certain  extent, 
to  blame  for  that  condition? 

A.  I  think  the  utilities  were  originally  to  blame.  I  do 
not  think  there  is  any  question  but  what,  in  the  past,  the 
utilities  have  taken  advantage  of  the  power  which  they  have 
had,  and  have  created  against  themselves  a  sentiment,  which 
has  grown  like  the  snowball  in  the  winter  time.  I  do  not  think 
there  is  any  doubt  about  it  at  all;  but  the  corporations  have 
wakened  up — some  of  them,  not  all  of  them- — and  they  realize 
what  is  at  stake,  and  they  are  doing  their  best  to  protect  the 
properties  which  they  are  responsible  for  to-day,  and  they  are 
coming  before  the  commissions,  in  cases  that  I  know  of  per- 
sonally, with  a  perfectly  open  deck  of  cards,  and  the  game 
is  being  played  in  the  open.  The  danger  is  in  this  country, 
as  I  see  it.  that  this  pendulum  of  public  opinion  will  swing  so 
far  as  to  do  vast  harm  to  the  utility  interests,  without  which 
our  civilization,  as  we  live  it,  would  not  be  possible — absolutely 
impossible. 

Q.  In  the  very  interesting  illustration  that  Governor 
Fennypacker  gave,  of  a  manufacturing  establishment  started  in 
this  State,  in  a  very  small  way,  by  a  gentleman  of  small  means, 
in  which  he  was  enabled  gradually,  out  of  the  profits  that  he 
made  from  that  business,  to  enlarge  it  until  he  gradually  had 
a  large  enterprise,  in  which  he  now  employs  some  five  hun- 
dred men — under  those  circumstances,  in  your  opinion,  to 
whom  does  that  manufacturing  establishment  belong? 

A.  I  have  never  engaged  in  the  investigation  of  indus- 
trial properties,  and  I  suppose,  as  a  matter  of  fact,  I  am  not 
qualified  to  express  any  opinion  on  industrial  properties,  but 
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I  have  devoted  15  years  to  this  question  of  utility  properties, 
and  I  feel  that  I  have  some  things  to  say  on  that  subject.  I 
should  suppose,  without  knowing  anything  about  it,  and  assum- 
ing that  I  were  interested  in  the  property  itself,  that  I  would 
have  something  to  say  about  the  ownership  of  it.  I  just 
assume  that,  for  I  do  not  know. 

Q.  If  we  were  to  assume  to  regulate  the  charges  of  that 
gentleman,  when  he  sells  the  output  of  his  property  from  row- 
on,  in  the  future,  would  you  ask  for  an  interest  on  the  value  of 
hi's  plant  as  it  is  to-day? 

A.  I  really  do  not  know  what  the  circumstances  are,  ex- 
cept as  I  have  heard  them  set  up. 

Q.  Assuming  that? 

A.  Assuming  that,  I  should  say  yes,  of  course.  I  think  1 
would  like  to  add  one  more  word.  It  fits  in  so  well  with  the 
line  of  thought  I  was  pursuing  a  moment  ago,  that  perhaps  it 
ought  to  be  added  here,  rather  than  at  some  other  time.  This 
point  I  want  to  make,  if  I  may :  in  these  investigations  of 
public  utilities,  public  service  corporations,  there  has  always 
been  held  up  on  the  one  hand  the  public  service  corporation 
and  on  the  other  hand  the  people  that  it  serves,  and  there 
has  always  been  a  very  sharp  line  of  demarcation  between  the 
two.  Now  the  questions  as  I  have  tried  to  discuss  them,  as 
I  have  tried  to  look  at  them,  are  of  such  a  character  that  it 
makes  absolutely  no  diiTerence  whether  there  is  any  corpora- 
tion or  not.  I  have  found  that  it  was  possible,  to  be  absolutely 
fair  in  the  consideration  of  these  public  service  questions. 
to  ignore,  to  forget,  that  there  was  any  ownership  wdiatever. 
and  to  deal  with  them  in  a  neutral  sense,  if  you  like,  because, 
as  a  matter  of  fact,  I  believe  that  the  elements  of  cost,  or 
nearly  all  of  the  elements  of  cost,  would  be  precisely  the 
same  whether  the  public  built  it,  or  whether  the  corporation 
built  it,  and  I  believe  the  corporation  is  nothing  in  the  world 
except  the  servant  of  the  public. 

Q.  Now  imder  regulation? 

A.  Now  under  regulation. 
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Vi\  Commissioner  Pennypacker: — 

O.  That  makes  Mr.  Marye's  question  entirely  irrelevant. 
Mis  inquiry  was  as  to  who  you  thought  would  be  the  owner. 

A.   J  had  forgotten  that  question. 

O.   You  were  not  thinking  of  his  question? 

A.  Not  at  all.  I  did  not  understand  the  question  in  the 
first  place. 

By  Mr.  French  : — 

O.  You  are  advising  the  Michigan  State  Railroad  Com- 
mission ? 

A.  Yes;  I  work  for  the  Michigan  Railroad  Commission. 
I  spoke  of  myself  as  acting  in  a  consulting  capacity,  rather 
than  as  in  an  advising  capacity. 

Q.  I  rather  understood  from  your  testimony  that  your 
chief  relation  with  telephone  companies  was  in  your  advisory 
capacity  with  the  ^Michigan  Commission,  in  regard  to  certain 
investigations  that  are  being  now  made  in  ^Michigan  regarding 
that  class  of  utilities? 

A.  I  neglected  to  say  that  in  1900,  when  we  were  inves- 
tigating all  the  specific  tax-paying  properties  in  Michigan,  w^e 
valued  the  several  hundred  telephone  company  properties  in 
the  State  at  that  time  for  the  Tax  Commission,  and  since  that 
time  they  have  been  valued  either  two  or  three  times,  and  I 
have  had  charge  of  the  valuations  in  each  case.  The  last 
valuation,  I  think,  was  made  just  prior  to  the  passing  of  the 
ad  valorem  law.  as  it  applies  to  telephones,  four  or  five  years 
ago. 

O.  That  is  about  the  extent  of  your  experience  with  tele- 
phone companies? 

A.  That  is,  my  experience  with  telephone  companies  is 
confined  to  either  the  three  or  the  four  appraisals  made  of  all 
the  telephone  companies  in  Michigan. 

O.  In  regard  to  those  18  general  heads  that  you  use  as  a 
basis  for  the  purpose  of  rate  valuations,  do  you  know  any 
commission  that  has  worked  out  decisions  in  telephone  rate 
cases,  based  on  those  headings? 

A.  I  cannot  speak  with  certainty  in  answer  to  vour  ques- 
tion, but  I  think  I  might  say  that  I  doulDt  if  any  commission 
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in  the  United  States  uses  the  scheme  which  I  have  been  de- 
scribing here  to-day  completely.  I  doubt  it,  and  that  is  one  of 
the  reasons  that  I  have  devoted  the  last  four  or  live  years  in 
my  lecture  work  and  elsewhere  to  expounding  these  funda- 
mental things,  as  I  consider  them,  in  the  hope  that  our  com- 
misssions  will  see  the  light,  sooner  or  later,  and  gradually 
come  to  include  in  their  consideration  all  of  the  elements 
which  it  seems  to  me  must  have  consideration,  if  a  right  result 
is  going  to  be  reached. 

O.  You  spoke  of  the  danger  of  the  possibility,  in  making 
these  inventories,  of  certain  omissions  being  inevitable.  Is  it 
not  even  more  likely  that,  in  calculating  the  value  of  property 
on  a  reproduction  theory,  the  estimates  of  reproduction  cost 
will  be  too  high? 

A.  I  am  very  glad  indeed  that  you  asked  that  question, 
because  I  was  afraid  I  would  forget  it,  and  I  had  forgotten  it. 
I  think  I  can  answer  it,  too.  That  is  a  very  common  impres- 
sion, that,  on  the  reproduction  theory,  you  are  going  to  get  a 
pretty  high  cost ;  that  is,  you  are  likely  to  get  a  pretty 
high  cost.  I  think  I  can  say,  based  on  my  own  experience — - 
and  I  am  not  sure  but  I  could  bring  evidence  to  support  my 
statement,  which  will  have  to  stand  as  a  statement  at  the 
present  time — I  think  I  can  say  that  in  every  appraisal  on  the 
reproduction  method  that  has  been  made  honestly,  the  actual 
cost  that  would  have  been  incurred  if  the  property  had  been 
built  was  not  reached.  In  other  words,  if  the  property  were 
actually  rebuilt  at  the  time  the  appraisal  was  made  on  the 
reproduction  theory,  the  estimate  of  the  appraisal  would  not 
be  sufficient  to  meet  the  cost  of  rebuilding  the  property. 

O.  That  is  a  mere  statement.  Xo  one  could  tell  that  one 
way  or  the  other.     It  is  not  susceptible  of  proof. 

A.  I  say,  it  must  rest  as  my  statement,  based  on  my  ex- 
perience. 

O.  But  you  base  it  upon  the  fact  that  the  contractors  esti- 
mating are  going,  in  the  majority  of  cases,  to  lose  mone}'.  Is 
not  that  the  basis  of  your  theory? 

A.  Xo,  in  the  majority  of  cases  they  are  going  to  make 
money.  That  is  why  the  cost  will  be  greater  than  the  ap- 
praisal.    You  s'ee,  in  the  appraisal  it  is  almost  impossiljle  to 
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oct  in  and  ^ct  1)\-  wilh  contractors'  profits,  and  with  contin- 
gencies, and  with  engineering  charges,  and  with  other  ex- 
penses ;  it  is  ahnost  impossible  to  get  by  the  commissions  with 
the  amonnts  that  are  actually  required,  and  it  is  partly — and  I 
am  not  sure  but  very  largely — the  fault  of  the  engineers  en- 
gaged in  ajipraisal  work.  I  am  not  sure  but  what  I  am  some- 
what to  blame  myself,  because  of  this :  when  you  put  in  all  the 
elements  of  cost  in  an  appraisal  of  a  pro]ierty  that  is  used  by 
the  public,  the  public  will  not  believe  you.  They  think  you 
are  bought  up,  heart,  body  and  soul,  and  that  you  are  just 
padding  everything.  I  know  myself,  in  discussing  it  with 
engineers,  they  say,  "Here,  there  is  no  cjuestion  in  the  world 
but  what  that  element  of  cost  went  in" — but  I  dare  not  put  it 
in,  because  I  will  not  be  believed.  Now  we  are  reaping  the 
harvest  of  that  kind  of  doctrine.  It  would  have  been  better 
to  tell  the  truth  eight  or  ten  or  twelve  years  ago  and  then*  we 
would  have  had  less  ex])laining  to  do  now.  Now  I  sa)' — and 
I  say  it  with  a  great  deal  of  certainty,  it  amounts  to  a  cer- 
tainty in  my  own  mind — that  no  appraisal  made  to-day,  and 
honestly  made,  would  reach  the  cost  of  rebuilding  the  property 
new. 

Q.  I  understood  you  to  say  that  no  appraisal  would  which 
got  by  the  Commission,  not  that  no  appraisal  claimed  by  the 
company  would.  Certainly  if  the  appraisal  claimed  by  the 
company  be  correct,  the  contractors  probably  would  make 
money  on  that  appraisal.  Certainly  if  you  put  out  plans  and 
have  contractors  estimate,  the  probabilities  are  that  the  con- 
tractors every  time  are  going  to  estimate  more  than  it  costs, 
to  be  sure  they  will  not  go  behind.  You  got  around  mv  ques- 
tion by  saying  you  would  not  get  by  the  Commission. 

A.  I  perhaps  ought  to  withdraw  that  statement,  "getting 
by  the  Commission."  That  was  a  very  inadequate  attempt  at 
facetiousness  on  my  part.  It  did  not  meet  the  requirements, 
so  I  will  withdraw  that,  if  I  may,  and  will  not  attempt  to  joke 
any  more.  This  is  a  curious  situation,  and  I  think  it  has 
weight  here — not  directly  in  answer  to  your  question,  however 
— that  in  the  1900  Michigan  railroad  appraisal,  amounting  to 
$200,000,000,  every  railroad  rose  in  protest  against  the  abnor- 
mal, the  abhorrent,  tremendous  value  put  by  the  appraisers 
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upon  the  property — $200,000,000.  That  was  for  taxes.  They 
spent  two  or  three  years  fighting  it.  and  it  went  to  the  Supreme 
Court  of  the  United  States,  and  when  it  was  decided,  over 
$12,000,000  went  into  the  treasury  of  the  State  of  Michigan. 
Xow  thev  come  along  with  a  desire  to  issue  new  capital,  and 
every  railroad  in  Michigan  wants  new  capital,  and  they  come 
before  the  Railroad  Commission  and  ask  for  it,  and  the  value 
which  was  so  abhorrently  large  in  1900  is  now  so  insignificant 
that  it  does  not  begin  to  meet  the  requirements  of  the  situa- 
tion. That  is  a  fact.  They  were  between  the  devil  and  the 
deep  sea — Scylla  and  Charybdis — and  they  realized  it ;  and  they 
have  said,  and  I  have  heard  them  say  it  repeatedly.  "There  is 
only  one  thing  for  us  to  do  now,  gentlemen,  and  that  is  to  tell 
the  truth,"  and  they  are  telling  the  truth,  as  far  as  my  experi- 
ence goes — they  are  trying  to  tell  the  truth.  They  did  not  tell 
the  truth  in  the  past,  and  they  are  paying  the  penalty  to-day. 
but  I  think  they  are  trying  to  tell  the  truth  now  ;  and  you  are 
the  gentlemen  who  are  hearing  it.  That  does  not  answer  your 
question.  I  will  answer  it.  1  say  that  I  believe  that  if  a  prop- 
erty were  re-valued  to-dav  on  the  reproduction  method,  and 
that  same  property  were  let  by  contract  to  l)e  rebuilt  at  the 
same  time — that  is.  to-day —  the  cost  of  rebuilding,  everything 
being  let  to  contractors  in  com])etition  with  each  other — any 
number  of  contractors — would  be  more,  and  I  am  very  sure 
of  it,  than  the  appraisal  would  make  for  it. 

O.  Is  not  that  the  exact  wa}-  in  which  a  great  many  of 
these  reproduction  values  are  arrived  at.  by  ]uitting  them  out 
and  obtaining  bids  ?     It  has  been  in  this  case. 

A.  Oh,  yes,  we  have  had  lo  do  that  in  some  cases.  Par-' 
ticularl}-  in  the  valuation  of  buildings,  when  there  has  been 
doubt  as  to  it,  the  plans  have  been  made  from  the  old  build- 
ing, and  then  two  or  three  contractors  have  been  asked  lo 
make  a  bid  on  what  it  would  cost  to  build  that  building  new, 
to-day.  That  is  the  way  we  get  at  some  of  those  difficult 
propositions.  We  have  to  pay  them  for  making  the  estimate, 
and  that  is  part  of  the  cost  of  the  appraisal ;  but  it  is  the  best 
way  and  surest  way  and  most  reliable  way  to  get  at  it.  The 
same  wav  in  buying  real  estate ;  we  do  not  depend  on  one  local 
man.  but  we  go  to  two  or  three  local  men,  engaged  in  the  real 
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estate  l)usinoss.  and  have  them  each  fix  prices,  or  send  the 
three  men  out  together  and  let  them  fix  the  prices  se])arately, 
and  then  try  to  get  together,  and  finally  say,  "That  is  it." 

O.  You  said  something  ahout  the  rate  of  return.  If  an 
8%  stock  were  selling  on  the  open  market  at  120,  would 
\ou  consider  that  the  puhlic  demanded  an  8%  return  in  order 
to  interest  their  capital  in  that  enterprise? 

A.  I  really  do  not  know,  and  1  am  rather  glad  that  1  do 
not  know,  anything  ahout  the  purchase  and  sale  of  stocks  and 
l)onds.  I  was  never  "on  the  street."  I  never  have  understood  it. 
1  do  not  know  anything  ahout  it,  and  I  cannot  answer  your 
question. 

O.  Then  you  do  not  know  what  rate  of  return  the  puhlic 
is  demanding  for  its  money .'' 

A.  No,  as  a  matter  of  fact,  I  do  not  know,  except  this: 
that  in  the  Alinneapolis  case  I  made  an  investigation,  by  visit- 
ing several  of  the  largest  bond  houses  in  the  City  of  Chicago 
■cX  that  time — I  did  not  go  to  New  York,  but  to  Chicago — and 
discussed  with  the  head  men  of  those  concerns  what  it  would 
cost  to  finance  a  particular  property,  giving  them  a  valuation 
of  the  property  itself.  As  I  say,  I  talked  with  quite  a  number 
of  men,  and  that  is  the  only  information  that  I  have  had.  One 
man  said,  "I  will  finance  that  proposition  for  you  on  a  basis 
of  ^h^y  Another  man  said,  "I  would  not  look  at  it  for  more 
than  80%."  and  another  man,  when  I  .explained  the  character 
of  the  property  more  in  detail,  said,  "Well,  I  might  possibly 
get  up  to  90.  but  I  do  not  think  I  would.  You  will  have  to 
•show  me  something  more  than  you  have  shown  me.  if  you 
will  tempt  me  to  90%." 

O.  They  were  the  insiders,  and  not  the  public? 
A.  They  had  nothing  to  do  with  it.    They  were  banks  and 
trust  companies. 

O.  As  a  matter  of  fact,  then,  your  knowledge  as  to  the 
rate  at  which  the  public  will  invest  its  monev  in  public  utilities 
is  not  thoroughly  broad  i* 

A.  I  do  not  consider  mvself  competent  to  testify  on  that 
at   all. 
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By  Commissioner  Tone: — 

O.  Would  you  be  willing  to  give  us  your  views  as  to  the 
steps  that  should  be  taken  in  an  investigation  of  this  sort  to 
determine,  starting  with  the  valuations,  what  would  be  fair 
rates  for  telephones  to  the  different  classes  of  subscribers? 
You  have  had  so  nuich  experience  that  I  hoped,  when  you 
were  present,  that  you  would  give  your  views  on  that  subject. 

A.  I  understand  the  question  relates  to  the  making  up, 
or  the  building  up.  of  a  rate? 

Q.  Yes. 

A.  I  do  not  l)elieve  I  could  really  be  of  any  service  on 
that,  ])ecause  1  have  not  had  any  occasion  ever  to  help  estab- 
lish any  rates.  My  part  of  the  work  has  been  confined  to  the 
elements  that  I  have' been  discussing  here.  When  it  comes  to 
tlie  worl^ing  up  of  the  details  of  a  rate,  I  do  not  think  I  am  at 
all  competent ;  at  any  rate,  not  in  telephone  work.  I  might 
do  it  in  water  works — I  have  done  it  there — and  I  might  do 
it,  ])erhaps,  in  a  steam  railroad.  lUit  I  doubt  my  capacity  in 
the  matter  of  telephones,  because  I  do  not  know  enough  about 
the  business. 

Mr.  Marve:  Tf  the  Commission  please,  that  is  all  the 
testimony  we  have  for  the  day. 

The. Chairman  :  That  being  the  case,  if  there  is  nothing 
further  to  offer  at  this  time,  we  will  have  the  secretary  of  the 
Commission  advise  you  as  to  when  you  may  have  the  next 
hearing  in  this  particular  matter,  which  will  be  at  the  next 
meeting  of  the  Commission,  two  weeks  from  now. 
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Hearing:  held  before  the  PubHc  Service  Commission  of 

the   Commonwealth   of   Pennsylvania,   in  the  Senate   Caucus 

Room,  in  the  Capitol  Building,  Harrisburg,  Pa.,  Thursday, 
April  23,  1914.  at  10  A.  AI. 

Present : 

Commissioners  Wallace,  Acting  Chairman;  John- 
son, Penxypacker,  and  Tone. 

William  N.  Trinkle,  Esq.,  counsel  for  the  Com- 
mission. 

Berne  H.  Evans,  Esq.,  assistant  counsel  for  the 
Commission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 
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IIauland  a.  Trax,  havino-  l)een  duly  sworn,  was  ex- 
amined as  follows : 

Bv  Vai.  Marve:— 

0.  \\\\\  ^•ou  please  give  your  name,  age.  residence  and 
occupation  ? 

A.  Harland  A.  Trax,  34  years  old;  I  live  in  Philadelphia 
and  I  am  employed  by  The  Bell  Telephone  Company  of  Penn- 
svlvania,  as  assistant  commercial  engineer. 

Bv  Com:\iissioxf.r  Pennvpacker: — 

O.  What  kind  of  an  engineer  is  a  commercial  engineer? 

A.  A  commercial  engineer  is  an  engineer  who  handles  the 
engineering  work  of  the  Commercial  Department,  and  that 
consists  in,  first,  preparing  fundamental  plans  or  estimates  of 
future  development  in  different  localities,  on  which  the  Plant 
and  Engineering  Departments  base  their  plans  for  the  con- 
struction of  new^  plant.  These  commercial  engineering  funda- 
mental plans  are  made  to  determine  where  new  central  offices 
should  be  located,  where  conduits  should  be  constructed,  where 
new  cable  should  be  placed,  and  the  size  of  cable  to  be  used  to 
meet  future  requirements.  A  commercial  engineer  also  makes 
efficiency  studies  of  the  Avork  of  the  Commercial  Department, 
and  pre]:)ares  routines  covering  the  method  of  handling  of  com- 
mercial work  in  the  best  and  most  efficient  manner,  and  also 
handles  rate  studies,  in  connection  with  the  determination  of 
rates  for  exchange  service.  That  practically  covers  the  work 
of  the  Commercial  Engineering  Department. 

Bv  ^Ir.  ^Iarve  :— 

O.  Briefly  explain  what  you  mean  by  a  fundamental  plan, 
v.hich  a  commercial  engineer  works  out. 

A.  A  fundamental  plan  is  an  estimate  of  the  future  devel- 
opment of  a  city,  or  large  town,  in  which  the  commercial 
engineer  estimates  the  growth  of  population,  not  only  in  the 
town  as  a  whole,  but  in  each  section ;  in  fact,  in  each  block  in 
the  town. 
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Bv  Commissioner  Pennvpacker: — 

Q.  Does  this  commercial  engineer  ever  go  out  and  see 
that  the  plans  are  carried  into  effect? 

A.  You  mean  as  to  the  construction  of  the  plant? 

O.  Yes,  where  you  prepare  the  plans. 

A.  No,  he  does  not  do  that.  His  work  is  done  when  he 
has  estimated  what  the  development  in  the  city  will  be,  say 
at  the  end  of  five  years,  or  at  the  end  of  twenty  years  in  some 
cases,  showing  in  his  estimate  not  only  the  number  of  stations 
that  will  probably  be  in  service  in  the  city,  but  where  those 
stations  will  be  located,  how  many  stations  there  will  be  in 
each  section  of  the  city,  what  outlying  sections  of  the  city  will 
receive  the  growth  in  population,  and  the  probable  character 
of  the  different  sections  of  the  city  in  the  future. 

By  :\iK.  Marve  :— 

O.  Does  that  include  the  character  of  the  population,  as 
well  as  the  numbers  of  population  ? 

A.  Yes.  It  is  necessary,  in  making  that  estimate,  to  de- 
termine, not  only  how  many  people  there  will  be  in  each  sec- 
tion in  the  future,  but  whether  that  section  will  consist  of 
first  class  residences,  or  of  mixed  business  and  residence  de- 
velopment, or  perhaps  a  poorer  class  of  residence  development. 

By  Commissioner  Johnson: — 

O.  Was  your  academic  training  that  of  a  civil,  mechan- 
ical, or  electrical  engineer? 

A.  No,  I  graduated  from  college  with  Ph.B.  and  later 
A.M.,  and  then  took  a  law  course  at  the  University  of  ]\Iichi- 
gan,  graduating  there  in  1904. 

By  Mr.  Mar  ye  :— 

Q.  How  long  have  you  been  in  the  telephone  business  ? 

A.  About  ten  years. 

O.  Briefly,  what  has  been  your  experience  m  the  busi- 
ness? 

A.  The  first  three  months  in  the  business  I  spent  as  a 
student,  going  about  among  the  different  departments  and 
getting  a  general  knowledge  of  the  business.     I   was   then 
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transferrcMl  to  the  Traffic  Department,  and  was  employed  as 
assistant  supervisor  of  an  exchange,  looking  after  the  operat- 
ing, and  then  became  service  inspector,  and  later  chief  serv- 
ice inspector,  of  The  Central  District  Telephone  Company, 
with  headquarters  in  Pittsburgh.  After  three  years  in  the 
Traffic  Department,  I  was  made  division  superintendent  of 
a  section  north  of  Pittsburgh,  comprising  about  seven  coun- 
ties. My  duties  as  division  superintendent  covered  Com- 
mercial, Plant,  and  Traffic  work,  as  the  Company  at  that  time 
had  the  geographical  form  of  organization,  where  the  man 
in  the  field  had  charge  of  all  branches  of  the  work.  After  I 
had  been  there  a  year,  the  functional  organization  was 
adopted,  where,  in  each  division  in  the  field,  there  was  a 
Plant,  a  Commercial,  and  a  Traffic  man.  When  that  change 
was  made,  I  was  transferred  to  Pittsburgh,  as  the  commer- 
cial engineer  and  advertising  manager  in  the  newly  organized 
Commercial  Department.  When  The  Central  District  Tele- 
phone Company  became  a  part  of  the  operating  unit  which 
is  operated  from  Philadelphia,  in  1910,  I  was  transferred  to 
Philadelphia  as  assistant  commercial  engineer. 

O.  Practically,  then,  your  whole  experience  in  the  tele- 
phone business  has  been  in  the  State  of  Pennsylvania? 

A.  Yes,  sir. 

O.  ^^'itll  the  two  companies  whose  activities  are  being 
investigated  in  this  inquiry? 

A.  Yes,  sir. 

O.  What,  if  anything,  did  you  have  to  do  with  the 
preparation  for  presentation  of  the  exhibits  in  the  case  before 
the  Board  of  PubHc  Utility  Commissioners  in  New  Jersey, 
commonly  known  as  the  Camden  Case? 

A.  I  was  detailed  on  that  work  and  devoted  all  my  time 
to  it  for  about  nine  months.  I  believe,  and  prepared  the 
financial  exhibits  that  were  filed  in  that  case.  I  also  pre- 
pared the  data  showing  the  past  development  of  the  com- 
pany and  its  corporate  history. 

O.  The    exhibits    that    you    prepared    were    the    exhibits 
that  were  filed  in  that  case? 
A.  Yes,  sir. 
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O.  What  has  been  your  connection  with  this  present  in- 
quiry ? 

A.  I  have  done  practically  the  same  work  in  connection 
with  the  Pennsylvania  Case  that  I  did  in  connection  with  the 
Camden  Case. 

O.  How  long  have  yoti  been  enfraged  in  that  work? 

A.  About  a  year. 

O.  Yoti  started  about  a  year  ago? 

A.  Yes,  sir. 

Q,  And  have  been  continually   employed  on  that? 

A.  Almost  continually,  with  a  few  interruptions. 

O.  Did  you  prepare  the  exhibit  marked  "MM,"  show- 
ing the  predecessor  Bell  licensee  companies  and  other  tele- 
phone companies  purchased  by  or  merged  into  The  Bell  Tele- 
phone Company  of  Pennsylvania? 

A.  Yes,  sir. 

O.  Will  you  please  take  that  exhibit  and  briefly  explain 
what  that  exhibit  is  intended  to  show? 

A.  Exhibit  ^HI  shows  the  names  of  all  of  the  Bell  tele- 
phone companies  operating  in  Pennsylvania  from  the  begin- 
ning of  the  business,  and  shows  how  those  telephone  com- 
panies were  purchased  and  merged  by  others.  It  also  shows 
the  purchase  of  certain  Independent  telephone  companies  by 
Bell  telephone  companies,  resulting  in  the  present  Bell  Tele- 
phone Company  of  Pennsylvania,  operating  in  the  greater 
part  of  the  State. 

O.  And  it  shows  the  dates  of  the  transfers? 

A.  Shows  the  dates  of  the  transfers. 

O.  In  the  early  years,  the  first  years,  was  the  lelciilione 
business  in  the  hands  of  corporate  organizations,  or  was  it 
largely  transacted  by  individuals? 

A.  In  the  first  three  or  four  years  of  the  Inisiness,  each 
individual  telephone  exchange  was  conducted  as  a  se])arate 
operation,  and  usually  by  an  individual. 

Q.  And  that  individual  had  a  license  from  what  com- 
pany ? 

A.  From  the  American  Bell  Teleiihone  L"ompan\-,  now 
the  American  Telephone  &  Telegraj^h  Company. 
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O.  And  the  American  Hell  Conipan\-  was  the  owner  of 
the  \WU  patents? 

A.   Yes,  sir. 

( ).  Conlinint;  \(nn-selt  sim])ly  to  Bell  companies,  will  you 
now  ])lease  take  up,  in  chronological  order,  the  various  mer- 
gers that  have  taken  place  in  the  State  of  Pennsylvania  from 
the  beginning  of  the  industry  to  the  present  time.  Taking 
this  r>ell  Telephone  Company  of  Pennsylvania  chart  first,  what 
was  the  first  merger  of  one  Bell  telephone  company  into 
another? 

A.  Immediately  after  the  consolidation  of  these  individual 
exchanges  into  telephone  companies,  there  were  eight  Bell 
telephone  companies  in  Pennsylvania. 

O.  What  were  they? 

A.  The  Bell  Telephone  Company  of  Philadelphia,  opera- 
ting in  Philadelphia  County ;  The  Delaware  and  Atlantic  Tele- 
graph and  Telephone  Company  of  Pennsylvania,  operating  in 
Bucks,  Montgomery,  Chester,  and  Delaware  Counties ;  The 
Pennsylvania  Telephone  Company,  operating  in  southern 
Pennsylvania —    • 

O.  How  many  counties,   roughly  ? 

A.  About  twenty  counties ;  the  southern  border  counties 
as  far  west  as  the  Allegheny  Mountains  and  counties  north 
of  that  as  far,  almost,  as  to  the  center  of  the  State,  including" 
the  City  of  Harrisburg,  which  was  the  Company's  head- 
quarters. The  Central  Pennsylvania  Telephone  and  Supply 
Company  operated  about  twelve  counties,  north  and  west  of 
the  territory  operated  by  The  Pennsylvania  Telephone  Com- 
pany. Their  headquarters  were  at  Williamsport,  and  their 
territory  included  .Vltoona,  Williamsport,  Ridgewav.  Lock 
Haven,  and  Clearfield. 

"O.  Was  Wilkes-Barre  in  that? 

A.  No,  it  was  not. 

O.  Then  the  next  company  was  what? 

A.  North  Pennsylvania  Telephone  Company,  which  oper- 
ated in  Scranton  and  Wilkes-Barre,  and  the  territory  imme- 
diately surrounding  that:  about  four  counties,  I  think.  The 
Hudson  River  Telephone  Company  operated  in  the  Hudson 
\^alley  in  New  York  State,  and  in  iust  two  counties  in  Penn- 
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sylvania — Pike  and  Wayne.  The  New  York  and  Pennsylvania 
Telephone  and  Telegraph  Company  operated  in  the  northern 
tier  counties  of  Pennsylvania,  excepting  Wayne  County. 
This  company  also  operated  in  the  southern  part  of  New  York 
State.  The  Central  District  Telephone  Company — that  was 
not  a  company  which  afterwards  hecame  part  of  the  Bell  of 
Pennsylvania — was  then  The  Central  District  and  Printing 
Telegraph  Company,  operating  in  Pennsylvania  west  of  the 
Alleghenies,  except  Erie,  Warren,  and  McKean  counties,  and 
also  in  parts  of  Ohio  and  West  Mrginia. 

Q.  That  company  is  now  known  as  The  Central  District 
Telephone  Company  ? 

A.  Now  known  as  The  Central  District  Telephone  Com- 
pany. 

The  first  merger  occurred  in  July.  1884,  when  the  North 
Pennsylvania  Telephone  Company  was  merged  with  the  Cen- 
tral Pennsylvania  Telephone  and  Supply  Company.  The 
North  Pennsylvania  Company  had  outstanding  capital  stock 
of  $351,000  at  the  time  of  the  merger.  The  Central  Pennsyl- 
vania Telephone  and  Supply  Company  issued  new  capital  stock 
of  the  same  amount,  and  exchanged  it  share  for  share  for  the 
stock  of  the  North  Pennsylvania  Company.  The  assets  of  the 
North  Pennsylvania  Company  were  taken  into  the  books  of 
the  Central  Pennsylvania  Telephone  and  Supply  Company  at 
the  valuation  of  $351,000,  just  what  they  paid,  in  capital  stock, 
for  the  property.  They  were  carried  in  the  books  as  a  sep- 
arate account  for  about  fifteen  years  and  during  that  time 
$79,000  of  this  plant  was  amortised,  or  written  off  the  books, 
and  then  the  remainder  was  taken  into  the  general  construc- 
tion accounts  of  the  Central  Pennsylvania  Telephone  and  Sup- 
ply Company ;  so  that  the  Central  Pennsylvania  Telephone 
and  Supply  Company  paid  $79,000  more  for  this  property  than 
the  valuation  at  which  it  finally  was  taken  into  their  accounts 

O.  What  was  the  next  merger? 

A.  The  next  merger  was  the  merger  of  the  Central  Penn- 
sylvania Telephone  and  Supply  Company  with  The  Pennsyl- 
vania Telephone  Com])any,  in  October,  1901.  Tlie  Central 
Peinisylvania  Telephone  and  Supply  Company  jiad  at  th.at  time 
$1,144,400  capital  stock  outstanding.    The  Pennsylvania  Tele- 
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phone  C"oiu[)aiiy  issued  new  capital  stock  of  the  same  amount 
and  exchanged  it  share  for  share  for  the  capital  stock  of  the 
Central  I'ennsylvania  Telephone  and  Supply  Company.  The 
assets  and  liabilities  of  the  Central  Pennsylvania  Company 
were  taken  into  the  Ijooks  of  The  Pennsylvania  Telephone 
Coni])any  just  as  they  had  stood  on  the  books  of  the  Central 
Pennsylvania  Company,  dollar  for  dollar. 

The  next  merger  was  that  of  the  Hudson  River  Telephone 
Company  of  Pennsylvania,  in  July,  1902,  with  The  Pennsyl- 
vania Telephone  Company.  The  1  ludsou  River  Telephone 
Company  of  Pennsylvania  owned  the  telephone  property  in 
Wayne  and  Pike  Counties,  but  did  not  operate  the  property. 
The  property  was  operated  by  the  Hudson  River  Company  of 
New  York. 

Q.   I'nder  a  lease? 

A.  Under  a  lease,  yes,  sir.  It  leased  the  ])roperty  from 
the  Pennsylvania  corporation.  The  Pennsylvania  corporation 
was  capitalized  at  $5,000.  The  Pennsylvania  Telephone  Com- 
pany purchased  the  capital  stock  at  $120  a  share,  or  $6,000, 
and  took  the  property  in  Pike  and  Wayne  Counties  into  their 
construction  account,  entering  it  on  their  books  at  the  actual 
cost  of  $6,000,  plus,  I  believe,  $166  expenses  incurred  in  mak- 
ing the  p'urchase. 

O.  The  next  merger  ? 

A.  The  next  merger  occurred  on  December  6,  1907,  when 
The  Pennsylvania  Telephone  Companv  was  merged  with  The 
I'.ell  Telephone  Company  of  Philadelphia.  The  Pennsylvania 
Company  at  that  time  was  operating  about  thirty-five  counties 
in  central  and  eastern  Pennsylvania.  This  merger  was  accom- 
plished b\-  the  exchange  of  stock  of  The  P>ell  Telephone  Com- 
pany of  Philadelphia  for  the  stock  of  the  Pennsylvania 
Company,  share  for  share.  The  capitalization  of  the  Penn- 
sylvania Company  at  that  time  was  $4,415,750.  A  small 
amount  of  stock,  $9,100,  was  i)urchased  for  cash.  The  assets 
and  the  liabilities  of  The  Pennsylvania  Telephone  Company 
were  taken  into  the  accounts  of  The  P>ell  Telephone  Company 
of  Philadelphia  exactly  as  they  had  stood  on  the  books  of  the 
T^ennsylvania  Company. 

The  next  merger  was  that  of  The  Delaware  and  Atlantic 
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Telegraph  and  Telephone  Company  of  Pennsylvania,  operat- 
ing in  four  counties  immediately  surrounding  Philadelphia. 
This  occurred  on  the  same  date  as  the  merger  of  the  Penn- 
sylvania Company,  December  6,  1907.  The  Bell  Telephone 
Company  of  I^hiladelphia  had  previously  acquired  the  capital 
stock  of  the  Delaware  and  Atlantic,  and  the  capital  stock  out- 
standing amounted  to  $10,000;  it  cost  The  Rell  Telephone 
Company  of  Philadelphia  $1,995  cash.  The  Delaware  and 
Atlantic  Company  had  l)een  doing  business  for  a  great  many 
years  on  borrowed  mone_\-,  1)ut  had  never  increased  its  original 
capitalization. 

Q.   From  whom  had  it  Ijorrowed  ? 

A.  It  had  borrowed  all  its  mofiey  from  The  Bell  Tele- 
phone Company  of  Philadel])hia.  so  that,  at  the  time  of  the 
merger,  the  Bell  of  Philadelphia  was  the  only  stockholder  and 
also  the  sole  creditor  of  the  Delaware  and  Atlantic  Company. 
Therefore,  there  was  no  issuance  of  capital  stock  or  payment 
of  cash  in  connection  with  the  merger.  They  sim])l_\'  took  the. 
assets  into  their  l)ooks  and  cancelled  the  liabilities. 

Bv  Commissioner  h'nx^ox: — 

O.  Did  you  give  the  date  of  the  incorporation  of  The  Bell 
Telephone  Company  of  Philadelphia? 

A.  The  incorporation  ? 

O.  Yes,  when  that  started. 

A.  It  started  in  1879,  in  business. 

Mr.  Candor:     September  22,  1879. 

Mr.  Marve:  You  will  find  it  on  the  exhibit  in  the  last 
column  :  "Incorporated  September  22,  1879,  with  the  name  of 
The  Bell  Telephone  Company  of  Philadelphia."  The  name 
was  afterwards  changed  to  The  Bell  Telephone  Company  of 
Pennsylvania. 

Commissioner  Johnson:  These  mergers  were  brought 
about  by  The  Bell  Telephone  Company  of  Philadelphia,  which 
immediately  thereafter  became  The  Bell  Telephone  Company 
of  Pennsylvania? 

Mr.  Marve:    Yes,  sir. 

(Commissioner  Tone  assumed  the  chair,  in  the  absence  of 
Commissioner  Wallace.) 
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'I"iii-:  Witness:  The  last  purchase  was  that  of  The  Penn- 
s\lvaiiia  and  Xew  ^'ork  Telephone  and  Telegraph  Company 
\,\  The  Hell  Telephone  Company  of  Pennsylvania,  which  oc- 
curred on  August  2,  1911.  The  Pennsylvania  and  New  York 
Comi)an\-  owned  the  property  in  the  northern  tier  counties  of 
Pennsylvania,  and  leased  it  to  the  New  York  and  Pennsyl- 
vania Telephone  and  Telegraph  Company,  which  operated  the 
property.  The  Pennsylvania  corporation  w-as  capitalized  at 
$100,000,  and  it  had  been  building  its  property  out  of  bor- 
rowed money  for  a  number  of  years.  The  Bell  Telephone 
Company  of  Pennsylvania  had  purchased  the  capital  stock  and 
the  outstanding  notes  of  the  Pennsylvania  and  New  York 
Company  in  May,  1910..  They  paid  the  face  value  of  the 
notes  and  received  the  capital  stock  outstanding,  of  $100.- 
000,  without  additional  payment,  so  that  the  property  cost 
them  api^roximately  $722,000,  which  was  the  indebtedness 
of  the  Pennsylvania  and  New  York  Company  at  the  time  of 
the  merger,  and  it  was  taken  into  their  books  at  the  valua- 
tion of  $822,000,  approximately.  This  property,  therefore,  cost 
$100,000  less  than  the  value  at  which  it  was  taken  into  the 
accounts  of  The  Bell  Telephone  Company  of  Pennsvlvania. 

By  Mr.  Marve  : — 

O.  This  company  of  which  you  are  speaking,  The  Penn- 
sylvania and  Xew  York  Telephone  and  Telegraph  Company, 
o])erated  where? 

A.  This  company  operated  in  the  northern  boundary 
counties  in  Pennsylvania,  excepting  Wayne  County. 

Q.  Did  it  operate  itself? 

A.  It  did  not  operate,  no;  it  owned  the  property  in  those 
counties  and  leased  the  property  to  the  New  York  and  Penn- 
sylvania Company,  which  operated  it. 

Q.  That  New  York  and  Pennsylvania  Company  was  a 
corporation  of  what  State? 

A.  It  was  a  corporation  of  the  State  of  New  York. 

O.  And  was  operating  in  that  State? 

A.  In  southern  New  York,  yes,  sir. 

Q.  The  property,  then,  that  was  purchased  in  1910  by 
The  Bell  Telephone  Company  of  Pennsylvania,  was  the  prop- 
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erty  of  that  New  York  and  Pennsylvania  Telephone  and  Tele- 
graph Company,  located  in  the  State  of  Pennsylvania? 

A.  It  was  actually  owned  at  the  time  by  the  Pennsylvania 
and  New  York  Company.  The  Pennsylvania  and  New  York 
Company  was  owned  by  the  New  York  and  Pennsylvania  Com- 
pany. 

O.  But  it  was  a  property  exclusively  in  the  State  of  Peiui- 
sylvania  ? 

A.  It  was  a  property  exclusively  in  the  State  of  Pennsyl- 
vania. 

O.  Now  go  on  and  state  how  the  assets  were  transferred 
to  the  books  of  The  Bell  of  Pennsylvania. 

A.  The  assets  of  the  Pennsylvania  and  New  York  Com- 
pany, as  I  stated  before,  amounted  to  $822,000  and  were  taken 
into  the  books  of  the  Bell  of  Pennsylvania  at  that  valuation, 
although  the  cost  of  the  property  was  onlv  $722,000. 

O.  Was  that  the  last  merger  into  The  Bell  Telephone  Com- 
pan\  of  Pennsylvania? 

A.  Yes,  sir. 

Q.  Now  in  addition  to  the  properties  thus  acquired,  does 
The  Bell  Telephone  Company  of  Pennsylvania  own  the  stock 
of  any  other  Bell  telephone  company  operating  in  the  State 
of  Pennsylvania? 

A.  Yes,  sir.  The  Bell  of  Pennsylvania,  in  May,  1910,  pur- 
chased practically  all  of  the  outstanding  capital  stock  of  The 
Central  District  Telephone  Company.  That  was  done  by  issu- 
ing its  own  capital  stock,  in  exchange  for  stock  of  The  Central 
District  Telephone  Company,  on  the  basis  of  $110  a  share  for 
The  Central  District  Company's  stock  to  $100  per  share  for 
The  Bell  Telephone  Company  of  Pennsylvania's  stock. 

Q.  In  other  words,  thev  ])aid  one  hundred  and  ten  for 
that  stock? 

A.  Yes.  sir.  paid  one  hundred  antl  ten. 

O.  Have  the  assets  of  The  Central  District  Telephone 
Company  been  incorporated  into  the  books  of  The  Bell 
Telephone   Company   of   Pennsylvania? 

A.  No,  sir.  There  still  remain  forty-six  scattered 
shares  of  The  Central  District  Telephone  Company's  stock- 
outstanding,  and  it  is  a  separate  corporation. 
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O.  And  it  is  in  the  hands  of  people  other  than  the  Bell 
interests  ? 

A.   Yes.   sir. 

O.  And  a  separate  company,  although  The  Bell  Tele- 
l)h()ne  Company  of  Pennsylvania  owns  practically  all  of  its 
capital  stock  ? 

A.  Yes,  sir. 

By  Commissioner  Joitxsox: — 

O.  Did  The  Central  District  Telephone  Company  start 
out  as  a  Bell  interest  ? 

A.  Yes,  sir :  it  started  to  operate  in  1879,  in  practically 
the  same  territory  that  it  now  operates. 

By  Mr.  M.\rve:— 

O.  Are  vou  quite  sure  that  it  started  originally  as  a  Bell 
organization  ? 

A.  The  Central  District  and  Printing  Telegraph  Com- 
l)any  was  incorporated  in  1874,  as  a  printing  telegraph  com- 
pany. 

lU    Commissioner  Juiinsox: — 

Q.  Brought  about  by  the  people  interested  in  the  Bell  ? 

A.  No,  that  was  before  the  invention  of  the  telephone, 
in  1874,  and  they  had  an  established  business  in  Pittsburgh, 
printing  telegraph  business,  at  the  time  the  telephone  was 
invented.  They  entered  into  an  agreement  with  the  Bel! 
Telephone  Company  in,  I  lielieve,  September,  1878. 

By  Mr.  Marve  :— 

O.  And  thereafter  went  into  the  telephone  business? 

A.  And  thereafter  became  a  telephone  company. 

O.  Was  it  or  not  a  fact  that  for  quite  a  number  of  years, 
possibly  up  into  the  late  80's.  the  majority  of  the  capital 
stock  of  The  Central  District  and  Printing  Telegraph  Com- 
l)any  was  held  by  people  other  than  the  Bell  Telephone  Com- 
pany ? 
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A.  Yes,  sir.  That  is  true,  1  think,  of  practicaUy  all  of 
these  companies,  that  their  capital  stock  was  scattered  up  to 
the  time  of  those  mergers. 

O.  And  the  Bell  Telephone  Company  did  not  own  con- 
trol in  any  of  them  ? 

A.  It  did  not. 

Bv  COMMISSIOXER  JuHxsox  : — 

Q.  This  re-arrangement  of  the  relationship  of  the  com- 
panies which  took  place  in  December,  1907, — what  was  the 
purpose  of  that  ? 

A.  The  merger  of  two  companies  with  the  Bell  of  Phila- 
delphia? 

O.  Yes. 

A.  I  presume  the  purpose  was  to  effect  economies  in 
operation,  by  having  a  larger  operating  imit,  and  to  insure 
perhaps  a  better  development  of  the  territory  generally 
throughout  the  State,  through  the  stronger  organization, 
stronger  company. 

Q.  Your  answer  was  that  the  merger  was  for  operating 
purposes.  Were  there  any  financial  ends  to  be  gained  by 
the  merger? 

A.  No,  not  so  far  as  I  know. 

Q.  Was  the  capitalization  increased  by  the  merger? 

A.  The  total  capitalization  was  not  increased  by  any 
of  these  mergers.  The  total  capitalization  of  the  merging 
company  was,  in  each  case,  equal  to  that  of  the  two  com- 
panies before  the  merger. 

Q.  You  stated,  did  you,  that  the  merger  was  accom- 
plished by  ptirchase  and  not  by  the  execution  of  leases  ? 

A.  The  mergers  were  accomplished  by  exchange  of  capi- 
tal stock  in,  I  believe,  all  except  two  cases.  It  was  under 
the  Act  of  June.  1901,  which  permitted  the  merger  or  pur- 
chase of  non-competing  telephone  companies. 

Bv  Mr.  jMarve  : — 

O.  You  mean  the  Act  of  the  Legislature  of  Pennsxl- 
vania  ? 

A.  Of   the    Legislature   of   Pennsvlvania,   ves,   sir. 
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Q.  And  there  was  no  increase  of  capital  stock  resulting 
from  any  of  these  mergers,  so  far  as  yon  know? 

A.  So  far  as  I  know,  there  was  not. 

O.  In  other  words,  in  any  event,  did  the  resulting  capi- 
talization of  the  Company,  after  the  merger,  exceed  the 
capitalization  of  the  companies  merged? 

A.  It  did  not,  so  far  as  I  know. 

O.  Did  you  make  an  examination  purposely  to  try  to 
find  that  out? 

A.  I  did. 

By  Commissioner  Johnson: — 

O.  Did  the  interest  obligations  increase  by  the  merger? 
Were  there  any  guarantees  of  interest  that  increased  the 
financial  or  fixed  charges  of  the  companies? 

A.  No ;  the  fixed  charges  of  the  merged  companies,  I  be- 
lieve in  every  case,  were  the  same  as  the  fixed  charges  of 
the  two  companies  before  the  merger. 

By  Mr.  Marve:— 

O.  When,  in  answer  to  Professor  Johnson's  question  as 
to  the  purpose  of  these  mergers,  you  said  that  you  presumed 
it  was  for  the  purposes  of  economies  of  operation,  did  you  in- 
tend to  confine  that  to  operating  costs,  or  were  you  speaking 
of  the  operation  of  the  telephone  institution  as  a  whole? 

A.  I  had  in  mind  the  operation  of  the  telephone  institu- 
tion as  a  whole. 

O.  Did  the  question  of  service,  in  your  opinion,  to  the 
people  of  Pennsylvania,  enter  into  the  minds  of  the  people 
who  brought  about  these  mergers? 

A.  I  think  it  did.  As  I  stated,  I  believe  that  one  of  the 
purposes  of  the  mergers  was  to  insure  a  more  complete  de- 
velopment of  all  the  territory  in  the  .State  bv  forming  a  larger 
and  stronger  organization. 

O.  The  lines  of  these  various  telephone  companies  had 
been  inter-connected  prior  to  these  mergers? 

A.  They  had,  yes.  sir. 

O.  They  had  been  rendering  joint  service? 

A.  Yes,  sir. 
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O.  An  exchange  of  facilities  and  service  throughout  the 
State? 

A.  They  had. 

Q.  And  all  of  that  ^Yas  brought  under  one  operating 
management,  as  a  result  of  these  mergers? 

A.  Yes,  sir. 

O.  The  policy  of  the  present  Company,  since  the  merger, 
has  been  one  of  restriction,  or  one  of  extension,  of  the  tele- 
phone service  in  the  State? 

A.  It  has  been  decidedly  a  policy  of  extension  of  the 
business. 

By  Commissioner  Johnson: — 

O.  Do  you,  as  assistant  commercial  engineer,  have,  as  a 
part  of  your  duty,  to  study  the  possibilities  of  extending  the 
telephone  service  over  unoccupied  territory? 

A.  I  have  done  some  work  along  that  line,  yes,  sir. 

O.  Are  you  instructed  by  the  Compahy  to  keep  under 
consideration  the  possibility  of  extending  the  service  to  com- 
munities that  do  not  receive  service? 

A.  Yes,  sir,  that  is  one  of  the  chief  aims  of  the  Company, 
to  be  in  position  to  furnish  service  in  every  locality  in  the 
State,  wherever  it  can  be  done  possibly,  without  prohibitive 
cost. 

O.  Your  duties,  then,  are  not  confined  to  municipal  areas? 

A.  No,  sir. 

O.  Have  you  made,  during  the  last  five  years,  any  re- 
])orts  to  the  Company  in  regard  to  extension  of  lines  into  lui- 
occupied  rural  sections  ? 

A.  I  have  prepared  a  map  showing  the  territory  which  is 
now  being  reached  by  the  Companv,  either  through  its  own 
lines  or  the  lines  of  its  connecting  companies,  and  showing 
certain  small  areas,  usually  wilderness,  where  the  Company 
is  not  furnishing  service  and  is  not  really  in  position  to 
furnish  service  at  the  present  time. 

Q.  Can  you  recall  any  unoccupied  telephone  area,  any 
territories  not  provided  with  telephone  service,  that  you  have 
recommended  your  Company  to  enter  during  the  last  five 
vears  ? 


966a  llwkuid  A.  Trax. 

A.  I  have  not  made  any  recommendations  of  that  kind, 
as  tliose  recommendations  ordinarily  come  from  the  field.  My 
work  would  be  rather  to  bring  those  things  to  the  attention  of 
the  department  head,  who  would  submit  them  to  the  division 
men  in  the  fiejd,  and  they  would  investigate  and  recommend 
what  should  be  done. 

Bv  Mr.  :Marve:— 

O.  To  follow  Professor  Johnson's  thought  a  little  further, 
have  the  field  men,  during  the  course  of  the  past  five  years, 
recommended  the  occupation  of  territory  theretofore  not  oc- 
cu])ied  by  any  telephone  company? 

A.  Yes,  they  have.  They  have  recommended  the  estab- 
lishment of  new  central  offices  at  points  that  had  not  pre- 
viously had  Bell  Telephone  service. 

By  Commissioner  Johnson  : — 

O.  Do  you  recall  any  particular  territories  or  sections '' 
A.  Just  now  I  think  of  the  town  of  Nanty  Glo,  in  the 
western  part  of  the  State.  I  believe  it  is  a  coal  town,  mining 
town,  and  also  a  rural  community,  that  had  been  without 
telephone  service,  except,  I  believe,  that  there  was  a  toll  line 
running  in  there  with  one  station,  until  the  Telephone  Com- 
pany established  a  central  office  at  that  point.  There  have 
been  a  number  of  new  central  offices  established.  I  do  not 
happen  to  remember  the  names. 

Bv  Mr.  Marye:— 

O.  What  has  been  the  development  in  the  little  place  that 
you  named? 

A.  Nantv  Glo? 

O.  Yes.  ' 

A.  T  judge  there  are  possibly  25  stations  there  now. 
That  is  just  a  rough  estimate. 

O.  During  that  period,  as  the  result  of  recommendations 
from  the  field,  have  there  been  built  any.  what  are  sometimes 
called,  farmers'  lines,  or  rural  lines,  throughout  territory  not 
theretofore  occupied? 

A.  Yes;  the  Company  has  been  quite  active,  in  the  last 
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three  vears,  in  constructing  multi-party,  or  farmers',  lines  to 
serve  rural  communities  from  exchanges  already  established. 

Bv  Commissioner  Joiixsox: — 

O.  These  rural  lines  were  constructed  by  the  Company  ? 

A.  They  have  been  lately  constructing  a  considerable 
number  of  their  own  multi-party  or  rural  lines.  The}-  have 
also  entered  into  agreements  with  associations  of  farmers. 
wherebv  the  farmers  would  build  their  own  line  and  construct 
their  own  circuit,  to  connect  with  our  central  office,  and  the 
Compan}^  would  furnish  them  exchange  and  toll  service  from 
that  central  office. 

O.  Does  the  Company  sell  equipment  to  these  rural  com- 
panies, or  rural  organizations,  that  start  these  local  lines? 

A.  It  does.  It  has  done  that  in  a  number  of  cases. 
Ordinarily,  these  companies  purchase  their  equipment  •  from 
the  \\'estern  Electric  Company,  or  in  some  cases  from  other 
manufactiu^ers. 

O.  From  the  same  company  from  which  you  purchase 
your  equipment? 

A.  Yes,  sir. 

O.  Do  I  imderstand  yott  to  testify  that  it  is  the  policy 
of  The  Bell  Telephone  Company  of  Pennsylvania  to  encourage 
the  formation  of  these  rural — not  companies,  necessarily,  but 
rural  associations? 

A.  Yes,  sir. 

Q.  That  establish  farmers'  lines? 

A.  Yes.  sir,  it  is.  A  few  years  ago  it  was  aSout  the  only 
means  that  was  being  used  to  extend  the  service  into  rural 
communities,  but,  within  the  last  two  or  three  years.  I  believe, 
the  policy  has  been  for  the  Company  to  construct  its  own  lines 
to  a  greater  extent,  and  it  has,  in  fact,  taken  over  by  purchase 
quite  a  number  of  these  lines  that  were  constructed  by  farmers, 
for  the  benefit  of  the  service,  because  those  lines  were  some- 
times not  maintained  up  to  the  same  standard  of  efficiency  that 
the  Company's  plant  is  maintained. 

Q.  Can  your  company  aflford  to  provide  the  rural  service 
at  rates  which  these  rural  companies  ordinarily  charge  their 
own  member,')? 
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A.  I  do  not  believe  that  the  Coin])any  can  afford  to  fur- 
nish the  service  at  the  same  rates  that  these  rural  companies 
charq-c.  because  the  rural  companies,  in  most  cases,  are  mutual 
companies.  They  do  not  aim  to  pay  any  profit,  nor  to  make 
any  return  on  the  investment,  and  they  very  frequently  con- 
struct their  own  pole  lines.  The  farmers  get  together  and  set 
the  poles,  often  cut  the  poles  on  their  own  properties,  and  they 
string  iron  wire  in  a  good  many  cases,  although  copper  wire 
is  now  being  used  more  extensively,  and  the  lines  are  con- 
structed much  more  cheaply  than  the  Company  would  construct 
lines  for  that  purpose. 

By  Mr.  Marye  : — 

O.  That  is  one  of  the  reasons  that  you  gave  for  the  Bell 
companies  taking  over  the  properties  of  some  of  these  asso- 
ciations ? 

A.  Yes.  They  have  been  practically  compelled  to  do  so  in 
some  cases,  in  order  to  protect  the  service.  These  rural  lines 
are  usually  maintained  by  the  farmers  themselves.  When  a 
case  of  trouble  occurs,  the  farmer  on  whose  property  the  lines 
are  down,  is  expected  to  be  the  one  to  clear  the  trouble. 

By  Commissioner  Johnson: — 

Q.  Of  the  more  than  two  hundred  telephone  companies  in 
Pennsylvania,  I  believe  a  large  percentage  of  the  companies 
consists  of  these  rural  mutual  companies? 

A.  Yes,  sir,  in  numbers  a  very  large  percentage  of  the 
total,  becaus'e  they  are  small  companies,  of  course. 

Q.  I  understand  it  to  be  the  policy  of  the  Bell  Company 
now,  freely  to  enter  into  toll  agreements  or  arrangements  with 
these  mutual  companies — I  am  correct,  am  I  not — to  exchange 
service  by  toll  charges? 

A.  Yes,  the  Company  enters  into  agreements  with  the 
mutual  companies,  which  operate  only  a  single  line,  connecting 
with  a  central  office  of  this  Company.  It  also  connects,  of 
course,  with  companies  operating"  their  own  central  offices,  for 
interchange  of  toll  traffic. 

0.  And  it  will  be  the  policy  of  the  Company  during  the 
next  decade  or  two  graduallv  to  bring  into  the  T'>ell  Telephone 
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Company's  organization  these  various  rural  mutual  companies, 
will  it? 

A.  I  am  not  really  in  position  to  say  what  the  policy  will 
be,  but  that  has  been — 

Q.  You  are  in  position  to  say  what  the  present  policy  is, 
are  you? 

A.  I  can  say  that  that  has  been  done  in  a  good  many 
cases  in  the  last  few  years,  to  my  knowledge. 

Q.  And  you  think  that  it  a  wise  policy,  do  you,  from  the 
point  of  view  of  the  Company? 

A.  If  the  Company  can  finance  this  rural  development,  I 
think  it  is  a  wise  policy,  because  it  is  certain  to  result  in  a 
better  grade  of  service. 

Q.  I  can  see  how  it  might  be  better  for  the  rural  com- 
munities to  be  a  part  of  the  universal  Bell  System,  but  will 
\ou  explain  to  me  how  it  is  to  the  advantage  of  the  Bell  Com- 
pany gradually  to  absorb  these  mutual  companies? 

A.  It  is  much  more  convenient  and  much  easier  for  the 
Bell  Telephone  Company  to  provide  proper  service  in  these 
rural  districts  when  it  owns  the  circuits  itself  and  maintains 
them,  and  it  can  give  a  better  grade  of  service  than  could  be 
given  if  it  depended  upon  these  rural  connections.  That  grade 
of  service,  also,  of  course,  affects  the  service  furnished  to  the 
Bell  Telephone  Company's  own  subscribers,  who  make  calls  to 
these  rural  lines.  Therefore,  the  Bell  Telephone  Company  is 
directly  interested,  for  the  protection  of  its  own  subscribers. 
in  the  service  given  on  these  lines. 

By  Mr.  Marye  :— 

Q.  In  other  words,  you  think  that,  while  the  telephones 
directly  attached  to  these  rural  lines  will  desire  and  require 
communication  into  the  great  system  of  the  Bell  Company,  it 
is  equally  true  that  the  subscribers  directly  to  the  Bell  System. 
in  all  the  centers  throughout  the  State,  will  require  to  call  up 
these  farmers  that  are  connected  to  these  associations? 

A.  Yes,  sir,  the  Bell  Company  needs  that  rural  develop- 
ment in  order  to  complete  its  system. 

Q.  And  it  is  your  idea  that  the  responsibility  of  the  Bell 
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Company  to  its  subscribers  is  to  give  them  the  very  best  grade 
of  service  feasible? 

A.  Yes. 

Q.  And  that,  you  think,  can  be  done  when  the  Bell"  Com- 
pany itself  owns  and  maintains  and  has  absolute  control  of  all 
the  instrumentalities  necessary  to  be  used  in  the  service? 

A.  Yes,  sir. 

Q.  A\'as  that  your  idea  ? 

A.  Yes,  that  is  the  only  way  in  which  the  Company  can  be 
assured  that  its  service  will  be  up  to  standard. 

j'.v  THE  Chairman  (Commissioner  Tone)  : — 

Q.  Is  the  subscriber's  rate  affected  when  the  Bell  Com- 
pany takes  over  these  farmers'  mutual  lines? 

A.  Yes,  sir.  There  have  been  cases,  I  believe,  where  the 
rates  remained  the  same,  but  ordinarily  the  Company's  rate  is 
somewhat  higher  than  that  charged  by  the  mutual  company, 
the  mutual  company's  rate  not  being  intended  to  cover  any 
return  on  the  investment.  Ordinarily  it  covers  only  the  bare 
expense  of  maintenance,  keeping  the  property  in  working  or- 
der from  day  to  day.  I  do  not  think  they  make  provision  for 
depreciation,  or  anything  of  that  kind. 

O.  Have  you  made  up  a  list  of  the  farmers'  mutual  com- 
panies, which  are  sub-licensees  of  the  Bell  Telephone  Com- 
pany in  Pennsylvania? 

A.  I  have  not  such  a  list,  but  I  can  make  up  one. 

Mr.  ]\Iarve  :  \\'ould  the  Commission  like  to  have  such 
a  list? 

Tpie  Chairman  (Commissioner  Tone)  :  Yes,  I  think  it 
would  be  well  to  have  it  here. 

Mr.  Marye:     ^^'e  will  have  such  a  list  prepared. 

Mr.  Swayze:  Mr.  Trax  spoke  of  one  place  in  Pennsyl- 
vania where  a  new  exchange  was  established.  Of  course,  he 
was  speaking  from  his  own  knowledge.  If  it  is  the  desire  of 
the  Commission,  we  will  make  a  list  going  back  five  years, 
naming  the  exchange  and  the  number  of  subscribers  in  the 
exchange.  We  will  give  a  list  of  the  connecting  contracts  we 
have  made  with  rural  lines  also,  with  the  localities.  Of  course, 
^Ir.  Trax  is  speaking  from  his  own  knowledge,  but  the  de- 
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partment  itself  has  the  records  and  they  are  perfectly  avail- 
able, and  we  will  be  very  glad  indeed  to  have  them  prepared 
in  the  form  of  a  list  and  present  them  to  the  Commission  as 
an  exhibit. 

The  Chairman  (Commissioner  Tone)  :  Did  not  Mr. 
Hayward,  early  in  his  testimony,  speak  of  many  exchanges 
which  you  had  extended  in  recent  years,  in  which  you  were 
changing-  the  development  of  the  business  as  to  the  location 
of  the  central  stations? 

Mr.  Swayze  :     Oh,  yes,  that  goes  on  constantly. 
The  Chairman    (Commissioner  Tone)  :     That  is  a  dif- 
ferent question  ? 

Mr.  Swayze  :  That  is  a  different  question.  That  is  not 
the  question  I  had  in  mind  that  you  wanted.  I  understood 
that  you  wanted  new  development,  ^^'e  will  give  it  to  you 
from  all  standpoints. 

Commissioner  Johnson:  I  think  the  exhil)it  you  oft'er 
to  make  will  be  helpful  to  us. 

Mr.  Swayze  :  We  will  be  very  glad  to  prepare  such  a 
statement. 

The  Chairman  (Commissioner  Tone)  :  That  statement 
would  not  include  the  changes  ^Ir.  Hayward  testified  to? 
]\1r.  Swayze:  No;  I  think  it  would  be  new. 
Mr.  ]\Iarye  :  In  that  connection,  I  think  it  might  be  help- 
ful if  we  were  to  file  a  supplemental  or  amended  exhibit  of 
Mr.  Hayward,  so  as  to  show  the  dates  of  the  opening  of  those 
exchanges  and  where  located — that  is,  the  Bell  exchanges — 
and  then,  as  a  companion  exhibit,  the  one  that  the  Commis- 
sion has  now  asked  for ;  that  is,  the  extension  of  the  service  of 
the  Bell  Company  by  means  of  arrangements  with  other  com- 
panies, and  where  their  exchanges  and  lines  are  located,  cov- 
ering a  period  of  five  years,  or  as  far  back  as  you  wish. 

Commissioner  Johnson:    Five  years  w^ould  be  adequate. 
(This  exhibit,  when  filed,  to  be  marked  3-M.) 

By  Mr.  Marye: — 

O.  Did  you  prepare  Exhibit  XX,  which  has  l)een  filed  in 
this  case? 

A.  Yes,  sir. 
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O.  Please  take  up  Exhibit  XX  and  explain  what  that  is 
intended  to  show. 

A.  Exhibit  NN  shows  the  purchases  of  other  telephone 
companies  by  The  Central  District  and  Printing  Telegraph 
Company,  now  The  Central  District  Telephone  Company,  from 
the  beginning  of  its  operations. 

O.  Were  any  of  those  companies  Bell  companies? 

A.  Xone  were  Bell  companies  except  the  first,  G.  I.  Whit- 
ney, who  was  a  Bell  licensee  as  an  individual. 

O.  Briefly,  how  were  those  purchases  etfected  ? 

A.  The  purchases  made  by  The  Central  District  Telephone 
Company  were,  I  believe,  in  every  case  made  by  paying  cash 
for  the  property,  and  the  property  was  taken  into  the  accounts 
of  The  Central  District  Telephone  Company  at  the  price  paid. 

O.  .\ctually  paid  in  ? 

A.  At  the  price  actually  paid. 

Q.  They  were  cash  transactions? 

A.  They  were,  I  believe,  in  every  case — in  every  case 
except  The  Central  Allegheny  Valley  Telephone  Companv.  I 
believe  in  that  case  the  capital  stock  was  purchased. 

By  the  Chairman  (Commissioner  Tone )  : — 

Q.  Do  those  purchases  still  show  on  the  books  oi  the 
Company  ? 

A.  There  would  be,  I  beliex  e,  a  journal  entry  covering 
the  purchase  and  showing  the  amount. 

By  AIr.  Marye:— 

O.  Would  the  resolution  of  the  directors  contain  any  in- 
formation in  that  connection  ? 

A.  Yes,  sir,  each  purchase  was  covered  by  action  of  the 
Board  of  Directors  and  the  minutes  of  the  meeting  would 
show  the  terms. 

O.  Are  those  miiuites  available? 

A.  They  are  available,  yes. 

Q.  In  connection  with  those  purchases,  was  there  any 
increase  in  the  capitalization  of  the  Central  District  Company  ? 

A.  So  far  as  I  know,  there  was  no  increase  made  in 
capitalization  by  the  Central  District  Company   for  the  pur- 
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pose  of  any  of  these  purchases.     They  were  small  purchases 
in  every  case. 

Bv  The  Chair.max   (Commissioner  Tone)  : — 

O.  In  what  manner  did  the  Central  District  Company 
raise  the  money  to  pay  for  these  purchases  ? 

A.  As  I  stated  the  amounts  were  small,  comparatively, 
in  every  case,  and  the  Company  paid  for  them  out  of  their 
surplus  earnings,  I  presume,  as  they  did  not  issue  any  new 
capital  stock.  I  do  not  know  of  any  case  where  they  bor- 
rowed money  for  that  express  purpose. 

By  jMr.  Marve:— 

Q.  It  was  an  increment  out  of  earnings? 

A.  Yes,  sir. 

O.   Did  you  prepare   Exhibit   OO? 

A.  I  did  not. 

Q.  This  organization  exhibit  ? 

A.  I  did  not  prepare  that  myself. 

Q.  Will  you  please  take  that  exhibit  marked  OO  and 
briefly  explain  the  present  organization  of  the  Company. 
What  are  the  departments  of  your  company? 

A.  The  organization  consists,  first,  of  the  general  offi- 
cers of  the  Company,  the  president,  vice-presidents,  general 
manager,  general  counsel — 

Q.  You  need  not  recite  them,  but  just  briefly  explain 
what  tlie  four  departments  are. 

A.  That  (the  general  office  organization)  includes  all 
employes  of  the  Company  except  those  engaged  in  the  work 
of  one  of  the  three  o])erating  departments  and  except  the 
Engineering  Department. 

O.  What  are  the  three  operating  departments? 

A.  The  three  operating  departments  are  the  Plant, 
Traffic,  and  Commercial. 

O.  Is  that  what  you  referred  to  just  now  as  the  func- 
tional organization? 

A.  Yes,  sir. 

O.  You  also.  T  think,  stated  that,  prior  to  the  adoption 
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i)f  this  organization,  there  was  in  effect  in  this  State   what 
yon  called   a   territorial  organization? 

A.  Yes,  sir. 

O.  Briefly  explain  the  fnndamental  differences  between 
those  two  theories  of  organization,  or  schemes  of  organiza- 
tion. 

A.  lender  the  territorial  organization,  the  Company, 
instead  of  having  a  plant  superuitendent  in  each  division  and 
a  traffic  and  commercial  superintendent,  would  have  one 
man  in  charge  of  the  work  of  all  departments  in  that  divi- 
sion, lender  him  would  be  district  and  local  managers,  each 
one  in  charge  of  the  Plant,  Traffic,  and  Commercial  Depart- 
ments in  the  territory  under  his  jurisdiction.  With  the  func- 
tional organization,  there  are  three  representatives  in  each 
geographical  division  of  the  Company,  one  to  represent  each 
of  the  three  departments. 

O.  And  they  report  directly? 

A.  They  report  directly  to  their  superiors  in  the  particu- 
lar department,  and  the  department  heads  report  to  the 
second  vice-president  and  general  manager. 

O.  And  the  general  manager  reports  to  whom? 

A.  The  general  manager  reports  to  the  vice-president, 
who  reports  to  the  president. 

O.  Then  the  functional  organization  is  below^  the  gen- 
eral manager? 

A.  The  functional  organization  is  below  the  general  man- 
ager, yes,  sir. 

O.  And  from  the  general  manager  up,  you  could  term 
it  the  Executive  Department? 

A.  Yes,  sir. 

O.  So  that  the  organization  is  really  the  Executive  De- 
partment, and  then,  under  the  Executive  Department,  the 
Traffic  Department,  the  Commercial  Department,  and  the 
Plant  Department  ? 

A.  Yes.  sir. 

Q.  And  then  there  is  a  fifth,  known  as  the  Engineering 
Department ;  to  whom  ilocs  the  Engineering  Department 
report  ? 
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A.  The  Engineering'  Department  of  the  Bell  of  Penn- 
sylvania reports  to  the  general  manager. 

O.  So  really  there  are  four? 

A.  There  are  three  operating  departments. 

O.  Does  the  engineer  report  to  the  general  manager? 

A.  Yes,  sir. 

Q.  Have  you  prepared  an  exhibit  which  contains  a  bal- 
ance sheet  of  The  Bell  Telephone  Company  of  Pennsylvania 
for  various  years? 

A.  I  have,  yes,  sir. 

Q.  Is  that  the  paper  I  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania,  Balance  Sheet"  offered  in  evidence  and 
marked  Exhibit  3-X.) 

Q.  This  exhibit,  marked  3-N.  purports  to  give  what? 

A.  This  exhibit  shows  the  assets  and  liabilities  of  The 
Bell  Telephone  Com[)any  of  Pennsylvania  as  of  December  31. 
1911,  1912,  and  1913. 

O.  What  were  the  total  assets  as  of  December  31,  l^^ll? 

A.  $72,677,273. 

O.  And  as  of  December  31,  1912? 

A.  $72,379,664.69. 

O.  And  as  of  December  31.  1913? 

A.  $74,792,953.97. 

O.  And  the  total  liabilities  for  the  respective  years  are, 
of  course,  the  same? 

A.  The  same  as  the  total  assets. 

O.  I  see  here  that  the  accounts  for  the  years  1911  and 
1912  bear  the  same  nomenclature.  \\'ill  you  please  briefly 
explain  the  change  apparent  for  the  year  1913? 

A.  The  change  was  due  to  the  introduction  of  a  new 
system  of  accounts,  in  accordance  with  the  requirements  of 
the  Interstate  Commerce  Commission,  on  January  1,  1913. 

O.  Will  the  accounts  that  appear  on  this  exhibit  be  found 
readily  on  the  books  of  the  Company,  in  Philadelphia? 

A.  Yes,  sir,  just  as  they  appear  here. 
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().  W'licrc  (lid  }ou  get  these  figures  that  you  put  in  this 
cxhihit  ? 

A.  From  the  books  of  the  Company. 

Q.  This  is  a  transcript,  then,  from  the  books  of  the 
ComjDany  ? 

A.  Ves,  sir. 

O.  And  the  various  items  can  be  found  as  they  appear 
under  the  various  headings  here? 

A.  Yes,  sir. 

O.  So  that  they  are  readily  traceable  by  anybody  who 
chooses  to  go  back  to  the  books  for  the  purpose  of  verifying 
this  exhibit? 

A.  "S^s,  sir. 

O.  Please  take  line  23,  for  the  year  1911,  and  explain 
what  you  mean  by  "Accounts  Payable."" 

A.  The  "Accounts  Payable"'  were  the  amounts  due  on 
current  accounts  to  the  Company"s  creditors. 

O.  And  24,  "Accrued  Liabilities  Not  Due?" 

.A.  "Accrued  Liabilities  Not  Due""  include  taxes  which  are 
not  yet  due,  but  where  a  portion  of  the  time  covered  by  the 
taxes  has  expired.  It  also  includes  rents,  of  which  the  Com- 
pany has  had  the  benefit,  but  which  are  not  vet  due. 

Q.  Your  item,  line  27,  "Reserve  for  Contingencies,"  as  of 
December  31.  1912,  amounted  to  $800,608.28.     What  is  that? 

A.  This  item,  "Reserve  for  Contingencies,"'  which  cor- 
responds with  the  item  "Appropriated  Surplus"'  in  the  year 
1913.  covers  the  profits  of  the  sale  of  outside  securities  by 
The  Bell  Telephone  Company  of  Pennsylvania,  and  the 
amount  was  set  aside  as  a  reserve,  I  believe,  to  provide  against 
possible  losses  in  the  future  on  the  sale  of  securities. 

Q.  Sale  of  what  securities? 

A.  Stocks  and  bonds  of  companies  operating  in  contiguous 
territ'iry.  whiclr  are  owned  by  The  Bell  Telephone  Company 
of  Pennsylvania. 

O.  Its  holdings? 

A.  Its  holdings. 

Q.  And  the  next  item,  28,  "Replacement  Reserves?'' 

A.  "Replacement  Reserves"  represents  the  unexpended 
balance  in  the  "Depreciation  Reserve,"'  the  amounts  set  aside 
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to  take  care  of  replacements  of  property  which  becomes  worn 
out,  obsolete,  or  inadequate. 

Q.  Under  the  present  accounting  system,  that  account  is 
known  as  what  ? 

.\.  It  is  now  called  "Reserve  for  Accrued  Depreciation." 

Q.  It  appears  here  in  line  34,  for  the  year  1913? 

A.  Yes,  sir. 

Q.  It  is  just  a  change  of  name  of  the  account? 

A.  Yes,  sir. 

By  the  Chairman  (Commissioner  Tone)  : — 

O.  How  do  you  make  up  the  amount  in  Item  27?  \\'hat 
do  you  base  it  on? 

A.  There  was  a  sale  of  stock  of  The  Chesapeake  and 
Potomac  Telephone  Company,  which  had  cost  the  Company 
one  hundred  dollars  per  share  and  which  was  sold  at  $120  a 
share,  there  being  a  profit  of  $800,000  on  that  sale.  The 
$608.28  I  am  not  sure  about,  but  I  think  it  is  a  ''Depreciation 
Reserve"  on  the  Company's  property  at  Broad  and  Spruce 
Streets.  That  is  what  is  represented  by  the  $2400  in  "Appro- 
priated Surplus"  in  1913,  the  one  million  dollars  representing 
profits  on  the  sale  of  stocks  and  bonds. 

By  Mr.  Marye  :— 

Q.  The  $2400  represents  a  reserve  carried  against  the 
property  at  Broad  and  Spruce  Streets? 

A.  Broad  and  Spruce  Streets  in  Philadelphia,  yes,  sir. 

Q.  And  that,  you  think,  is  true  of  the  $608.28,  as  of  De- 
cember 31,  1912? 

A.  I  assume  that,  because  it  apparently  was  transferred 
to  the  corresponding  item  in  1913. 

Q.  But  the  larger  amount  was  to  take  care  of  the  profits 
from  the  sale  of  securities? 

A.  Yes,  sir. 

O.  That  the  Company  owned  in  properties  operated  out- 
side of  the  State  of  Pennsylvania? 

A.  Yes,  sir. 

O.  The  next  item.  No.  29,  as  of  December  31,  1911.  and 
December  31,  1912,  is  what? 
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A.  ■■Surplus."  'riiat  represents  the  excess  of  assets  over 
lialiilities.  and  it  is  the  accumulated  net  earnings  of  the  Coni- 
])any,  which  have  not  liccn  (hstrihutcd. 

liv  Co.M.MTSsroxKR  Joiixsox: — 

(J.    In   wliat  fcjrni  is  tliat  ■■Surplus?" 

A.  That  ■■Surplus"  is  invested  in  property,  and  it  is  im- 
]:o>sil)lc  to  say  just  what  property,  of  course,  represents  the 
■'Surplus." 

Q.   It  is  an  investment  in  plant? 

A.  In  plant  or  securities. 

Q.  To  what  extent  in  securities? 

A.  It  is  impossihle  to  trace  the  "Surplus"  through  the 
cash  account  into  any  particular  item  of  assets.  As  soon  as  it 
hecomes  cash,  undivided  profits,  it  is  lost, — it  goes  into  the 
melting  pot,  out  of  which  all  of  the  assets  are  acquired. 

O.  Although  it  is  in  the  melting  pot,  it  is  not  liquid?  This 
fund  does  not  consist  of  liquid  assets? 

A.  No,  sir,  it  does  not ;  it  consists  of  permanent  invest- 
ment, 

Bv  ^Ik.  Marye  : — 

Q.  May  it  not  consist  of  the  stock  and  bonds  found  in 
item  17? 

.\.  Yes,  although  I  would  call  that  permanent  investment; 
or  it  mav  consist  partly  of  cash  or  deposits.  You  can  only  say 
that  it  is  invested  in  assets. 

Q.  In  other  words,  the  Company  on  its  books  does  not  tag 
its  liabilities  as  against  any  particular  asset? 

A.  No,  sir. 

O.  It  is  just  the  other  side  of  the  column  against  the 
various  assets? 

A.  Yes,  sir. 

O.  h'xcept,  I   assume,  the  reserve  for  depreciation? 

A.  The  reserve  for  depreciation  is  presumed  to  be  in- 
vested in  property. 

O.  That  is  a  liability  against  the  physical  property? 

A.  Against  the  property  itself,  yes,  sir. 
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By  Commissioner  Johnson  : — 

Q.  What  is  "Intangible  Capital?" 

A.  "Intangible  Capital.''  according  to  the  definition,  cov- 
ers investment  in  patents  and  franchises,  also  the  first  cost  of 
securing  leaseholds  of  right-of-way  or  land  and  buildings,  for 
a  term  of  years.  The  expenses  incurred  in  acquiring  those 
leaseholds  are  not  charged  to  expense  in  the  year  in  which  the 
lease  is  acquired,  but  are  put  into  the  assets  and  then  amortised 
during  the  term  of  the  lease.  That  is  termed  landed  capital. 
The  Company  has  no  investment  in  patents  or  franchises,  so 
that  I  believe  the  only  "Intangible  Capital"  it  has  here  is  that 
landed  capital.  It  has  had  some  "Intangible  Capital"  which 
was  represented  by  the  excess  of  the  amount  paid  for  certain 
small  companies  purchased,  over  the  plant  valuation  of  those 
companies  as  it  was  taken  into  the  books,  and  where  the 
Company  paid  more  than  the  valuation  at  which  they  took  the 
plant  into  the  books,  the  excess  was  put  on  the  books  as  ''In- 
tangible Capital,"  and  subsequently  was  amortised  out  of 
"Surplus." 

By  Mr.  Marve  :— 

Q.  That  being  confined,  in  all  cases,  to  purchases  of  a 
going  telephone  property? 

A.  Of  a  going  concern.  Tlie  Company,  of  course,  did 
not  take  into  its  plant  assets  the  going  concern  value  of  those 
companies,  but  any  payment  covering  going  concern  value 
would  be  entered  on  the  books  as  "Intangible  Capital." 

O.  At  whose  instance  was  this  account,  "Intangible  Cap- 
ital," placed  upon  the  books  and  in  the  accounting  system  of 
these  companies? 

'  A.  I  believe  it  was  at  the  instance  of  the  Interstate  Com- 
merce Commission. 

Q.  Did  the  Company  have  any  corresponding  account 
prior  to  the  adoption  of  the  present  system? 

A.  I  believe  not. 

Q.  As  of  December  31,  1913,  was  there,  under  this 
account,  anything  for  excess  over  the  value  of  the  physical 
property,  owing  to  the  purchase  of  going  concerns? 

A.  There  was  no  item  of  "Intangible  Capital"  which  rep- 
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resented  tliat  excess.  As  in  the  case  of  the  merger  of  the 
North  Pennsylvania  Telephone  Company,  the  amounts  were 
taken  into  the  property  accounts  and  afterwards  amortised. 

Q.  But  as  of  December  31,  1913,  there  is  nothing  under 
this  heading,  "Intangible  Capital,"  that  represented  the  excess 
paid  by  The  Bell  Telephone  Company  of  Pennsylvania  in  any 
of  its  purchases  ? 

A.  No;  there  was  no  ''Intangible  Capital"  at  all  at  that 
time.  Everything  had 'been  amortised  up  to  December  31, 
1913. 

By  the  Chairman  (Commissioner  Tone)  : — 

O.  What  does  item  17,  in  the  statement  for  1911  and 
1912,  cover? 

A.  Item  17  covers  the  Company's  investment  in  stocks 
and  bonds  of  telephone  companies  operating  in  contiguous  ter- 
ritory ;  The  Central  District  Telephone  Company,  The  Chesa- 
peake and  Potomac  Telephone  Company,  The  Delaware  and 
Atlantic  Telegraph  and  Telephone  Company,  The  Diamond 
State  Telephone  Company. 

Q.  Does  that  include  any  interest  in  those  companies  that 
may  lie  outside  of  Pennsylvania? 

A.  Yes,  sir.  some  of  those  companies  operate  outside  of 
Pennsylvania  entirely.  The  only  one  that  operates  in  Penn- 
sylvania is  The  Central  District  Telephone  Company. 

By  Mr.  Marye  :— 

O.  Where  does  The  Chesapeake  and  Potomac  Telephone 
Company  operate : 

A.  The  Chesapeake  and  Potomac  operates  in  the  State 
of  Maryland  and  the  District  of  Columbia.  The  Chesapeake 
and  Potomac  of  Mrginia  operates  in  the  State  of  Virginia. 

Q.  Does  The  Bell  Telephone  Company  of  Pennsylvania 
own  any  of  its  stock? 

A.  It  owns  $965,000  of  its  bonds,  but  none  of  its  stock. 

O.  The  Diamond  State  Company  operates  where? 

A.  Operates  in  the  State  of  Delaware. 

O.  And  The  Delaware  and  Atlantic  Telegraph  and  Tele- 
phone Company  operates  where? 
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A.  In  the  southern  part  of  New  Jersey. 

O.  And  The  Central  District  Telephone  Company  oper- 
ates   where  ? 

A.  In  the  western  part  of  Pennsylvania,  eastern  Ohio,  and 
northern  West  Virginia. 

Q.  In  regard  to  the  Chesapeake  and  Potomac  Company, 
you  said  that  the  Chesapeake  and  Potomac  Company  operated 
in  Maryland  and  the  District  of  Columbia,  and  that  there  was 
another  Chesapeake  and  Potomac  Company  operating  in  the 
State  of  Virginia.  Of  which  of  those  companies  does  the 
Bell  Telephone  Company  own  any  stock?  , 

A.  It  owns  stock  of  The  Chesapeake  and  Potomac  Tele- 
phone Company,  operatin^^  in  Maryland. 

O.  And  of  which  company  does  it  own  bonds  ? 

A.  It  owns  bonds  of  the  Chesapeake  and  Potomac  Com- 
pany of  \^irginia. 

l\\  TiJE  Chairman   (Ct)nimissioner  Tone)  : — 

O.  Some  of  the  property  of  The  Central  District  Tele- 
phone Company  is  in  Ohio  and  West  Virginia? 

'A.  Yes,  some  of  its  property;  about  20%  of  its  opera- 
tions are  in  Ohio  and  \\'est  Virginia,  and  80yo  in  Pennsyl- 
vania, approximatelv. 

P,v  Mr.  Marye:— 

O.  About  80%  of  its  o]jerations  are  in  the  State  of  Penn- 
sylvania and  about  20%  of  it';  operations  are  in  the  States  of 
West  Virginia  and  Ohio? 

.\.  Yes,  sir. 

])V  CoiMMlSSJONER  JoTi>;soN: 

O.  Then  do  I  understand  that  the  stock  liabilities  of  The 
Pell  Telephone  Company  of  Pennsylvania  have  been  incurred, 
in  part,  to  secure  property,  in  the  form  of  securities,  of  com- 
panies outside  of  the  State? 

A.  Yes,  sir,  there  have  been  increases  of  capital  stock, 
new  stock  issued,  in  exchange  for  capital  stock  of  other  com- 
panies, operating  outside  of  Pennsylvania. 
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By  Mr.  Marve:— 

O.  These  companies  that  \ou  have  enumerated? 

A.  Yes,  these  companies. 

Q.  So  that  the  HabiHty  in  Hne  19  of  the  exhibit  is  against 
your  physical  property  and  securities  owned? 

A.  Yes,  sir. 

Q.  That  is,  it  may  or  may  not  be,  but  there  is  no  tag- 
ging- of  the  liabiUties  at  all  on  the  books  of  the  Company? 

A.  That  is  true.  It  is  the  same  as  in  the  case  of  the 
"Surplus." 

O.  Are  the  minutes  of  the  Board  of  Directors,  showing 
all  these  transactions,  available  for  examination  and  investi- 
gation ? 

A.  They  are. 

By  Commissioner  Johnson  : — 

O.  Are  those  assets  in  the  form  of  stocks  and  bonds, 
under  item  17,  for  the  years  1911  and  1912,  profitable  to  the 
Bell  Telephone  Company,  or  are  they  an  expense?" 

A.  Most  of  them  are  dividend-paying  stocks.  The 
stock  of  The  Central  District  Telephone  Company  pays  7%. 

By  Mr.  Marye:— 

O.  The  Chesapeake  and   Potomac? 

A.  The  Cheseapeake  and  Potomac  I  think  pays  8%.  It 
has  paid  8%. 

O.  The  Delaware  and  Atlantic? 

A.  The  Delaware  and  Atlantic  is  paying  small  divi- 
dends, I  believe  about  3%. 

Q.  And  the  Diamond  State? 

A.  I  do  not  think  the  Diamond  State  pays  any  divi- 
dends.    It  is  the  smallest  item. 

By  Commissioner  Johnson: — 

Q.  The  amounts  entered  under  line  17,  I  assume,  are 
for  par  value  ? 

A.  The  stock  is  all  carried  on  the  books  at  par,  except 
that  of  The  Central  District  Telephone  Company,  which  was 
purchased  at  110.     It  is  carried  on  the  books  at  110. 
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By  Mr.  Marye  :— 

O.  In  other  words,  it  is  carried  at  the  price  that  The 
Bell  Telephone  Company  of  Pennsylvania  paid  for  these  se- 
curities ? 

A.  Yes.  sir.  The  price  they  paid  for  other  securities 
than  the  stock  of  The  Central  District  Telephone  Company 
is  verv  close  to  par  value.    The  other  stock  is  carried  at  par. 

By  Commissioner  Johxsox  : — 

O.  Is  this  3%  stock  carried  at  par  on  the  books? 
A.  Yes.  sir. 

By  Mr.  Mar  ye:— 

O.  There  has  been  no  attempt  to  raise  the  Company's 
holdings  up  or  down  on  the  books? 

A.  No,  sir. 

Commissioner  Johnson  :  Possibly  we  ought  to  have  a 
list  of  those  securities. 

Mr.  Marye  :   We  have  such  an  exhibit  prepared. 

The  Witness  :    We  have  a  statement  for  these  three 
years,   showing  both   the   ownership   of   securities   and   also 
loans. 
By  Mr.  Marye: — 

O.  We  will  get  to  that,  then? 

A.  Yes. 

Q.  Have  you  prepared  a  similar  exhibit  showing  the 
balance  sheets  of  The  Central  District  Telephone  Company? 

A.  Yes.  sir. 

O.  Is  that  the  paper  T  show  you? 

A.  Yes.  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company,  Balance  Sheet'"  offered  in  evidence  and  marked 
Exhibit  3-0.) 

O.  This  exhibit,  marked  3-0,  which  you  have  prepared, 
is  intended  to  represent  what? 

A.  Exhibit  3-0  shows  the  assets  and  liabilities  of  The 
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Central  District  Telephone  Company,  in  detail,  as  of  Decem- 
ber 31,  1911,  1912,  and  1913. 

Q.  Similar  in  all  respects  to  Exhibit  3-N? 

A.  Yes,  sir,  as  to  form. 

O.  What  were  the  total  assets  of  The  Centra!  Distri  :t 
Telephone  Company  as  of  December  31,  1911? 

A.  $19,635,395.'ll. 

O.  And  as  of  December  31,   1912? 

A.  $20,818,714.41. 

Q.  And  as  of  December  31.  1913? 

A.  $24,506,178.61. 

O.  What  were  the  sources  from  which  you  got  the 
figures  that  you  placed  in  this  exhibit? 

A.  These  figures  were  taken  from  the  books  of  The 
Central    District   Telephone   Company. 

O.  And  are,  in  effect,  a  transcript  from  the  "books  as  of 
those  respective  dates? 

A.  Yes. 

O.  And  the  explanations  that  you  have  given  of  the  vari- 
ous items  in  Exhibit  3-X  v.'ould  apply  to  the  similar  items  in 
Exhibit  3-0  ? 

A.  Yes,  sir. 

By  CoAnnssioNER  Johnson: — 

O.  The  Central  District  Telephone  Company  is  not  a 
holding  company,  as  The  Bell  Telej^hone  Company  of  Penn- 
sylvania is? 

A.   It  is  not. 

Bv  THE  Chairman  (Commissioner  Tone)  : — 

O.  Does  this  capital  stock  issued  by  The  Central  District 
Telephone  Company  show  anywhere  in  the  report  of  the  Bell 
of  Pennsylvania? 

-A.  .Ml  of  it  except  the  46  shares  not  owned  by  The  Bell 
Telephone  Company  of  Pennsylvania  is  included  under  stocks 
and  bonds  owned  by  the  Bell  of  Pennsylvania. 

Bv  ]\Ir.  Marve: — 

O.  The  1  ooks  of  the  companies  from  which  this  transcript 
was  made  are  available  for  examination? 
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A.  They  are,  yes,  sir. 

O.  Did  you  prepare  an  exhibit  giving  an  estimate  of  the 
assets  and  liabilities  of  The  Central  District  Telephone  Com- 
pany, as  of  December  31,  1913,  to  represent  its  operations  in 
the  State  of  Pennsylvania? 

A.  Yes,  sir. 

Q.  Is  that  the  paper  I  show  you  ? 

A.  Yes,  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company  in  the  State  of  Pennsylvania,  Estimate  of 
Assets  and  Liabilities  as  of  December  31,  1913"  offered 
in  evidence  and  marked  Exhibit  3-Pl.) 

O.  Did  you  prepare  a  statement  explaining  how  you  ar- 
rived at  the  apportionments  used  in  this  exhibit? 
A.  Yes,  sir. 

O.  Is  that  the  sheet  of  paper? 
A.  Yes,  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company,  State  of  Pennsylvania,  Method  of  Preparing 
Estimate  of  Assets  and  Liabilities  as  of  Dec.  31,  1913" 
offered  in  evidence  and  marked  Exhibit  3-P2.) 

(Commissioner  Wallace  resumed  the  chair.) 

Mr.  Marye:  That  is  Mr.  Trax'  idea  of  the  proper 
method  of  apportionment,  but,  if  the  Commission  desires  after- 
wards to  see  how  it  would  come  out  on  any  other  method  of 
apportionment,  we  will  see  what  we  can  do  along  any  line 
suggested  Ijy  the  Commission. 
By  Mr.  Marye: — 

O.  Do  the  two  thousand  dollars  of  the  holdings  of  The 
Central  District  Telephone  Company  represent  its  holdings  in 
a  company  operating  in  the  State  of  Pennsylvania,  or  a  com- 
pany operating  outside? 

A.  I  believe  that  is  a  company  in  Pennsylvania. 

]\Ir.  jSIarye  :  So  there  would  not  be  any  apportionment 
at  all  of  the  securities. 
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The  Chairman  (Commissioner  Wallace)  :  The  question 
in  my  mind  is  this :  you  have  thirty  odd  million  dollars  in 
securities  listed  here;  what  relationship  is  there  between  the 
Bell  Company  and  the  companies  you  own  ;  whether  this  stock 
is  actually  in  at  the  cost  price  or  at  a  fair  value,  or  par  value ; 
whether  we  are  expected  to  take  this  into  consideration,  that 
you  have  $5,000,000  or  $10,000,000  of  a  concern  that  is  not 
paying  dividends,  and  whether  you  paid  par  for  it  or  not.  and 
whether  it  should  be  taken  in  as  an  amount  on  which  the  Com- 
mission should  allow  a  fair  return. 

Mr.  Swayze  :  We  will  go  into  that  fully.  We  will  not 
ask  the  State  of  Pennsylvania  to  pay  one  cent  of  earnings  on 
any  securities  held.  Our  idea  is  that  the  people  of  Pennsyl- 
vania should  pay  a  return  on  the  property  actually  used  to 
render  them  service,  and  on  nothing  else. 

The  Chairman  (Commissioner  Wallace)  :  It  is  a  ques- 
tion whether  some  of  these  securities  are  not  in  your  treasury 
because  of  the  advantage  received  in  building  up  a  property 
some  place  else. 

Mr.  Swayze:     Yes,  sir,  they  are;  no  doubt  of  that. 

The  Chairman  (Commissioner  Wallace)  :  And  whether 
that  should  come  into  the  rate  making  of  the  Pennsylvania 
corporation. 

Mr.  Sv^ayze:  AVe  think,  unfortunately,  that  w^e  are  held 
down,  in  our  consideration  of  this  question  before  vou,  to  the 
geographical  limits  of  Pennsylvania,  because  your  jurisdiction 
is  so  limited ;  although,  from  the  broader  standpoint  of  the 
development  of  the  telephone  industry,  we  think  that  the 
property  which  is  represented  in  Maryland  and  other  States 
is  very  important  to  Pennsylvania  as  a  telephone  plant. 

^Ir.  M.\rye:     Necessary. 

Mr.  Swayze:  Necessary  to  it.  The  word  necessary  is 
not  too  strong.  \\'e  will  claim,  however,  only  property  in 
Pennsylvania,  used  and  useful.  \Mien  we  come  to  Maryland, 
where  we  have  a  pending  case,  we  will  only  claim  on  property 
used  and  useful  in  Alaryland,  and  the  securities  wall  wash  out, 
because  the  property  will  be  used  as  a  base  by  us  right  straight 
through.  But,  in  order  to  show  you  our  balance  sheet,  we 
have  to  show  you  these  securities,  for  the  purpose  of  clearing 
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up  the  situation.  Thev  will  reallv  have  nothing  to  do.  in  the 
last  analysis,  with  your  rate  making',  in  my  opinion,  for  the 
State  of  Pennsylvania.  I  do  not  see  how  they  can.  The  se- 
curities, whether  we  get  more  or  less  on  them  than  what  you 
find  is  a  fair  return,  will  be  immaterial  to  vou. 

CoMMissioxER  JoHNSOx  :  Do  VOU  propose  introducing 
into  the  record  an  estimate  of  the  assets  and  liabilities  of  The 
Bell  Telephone  Company  of  Pennsylvania  all  over  the  State  of 
Pennsylvania  ? 

]\Ir.  AIarye  :     Xo,  sir. 

Commissioner  Johnsox  :  You  ha\e  introduced  one  here 
for  The  Central  District  Telephone  Company. 

Mr.  Marve  :  It  is  readily  deducible  from  the  balance 
sheet  of  the  Bell  Telephone  Company  of  Pennsylvania  that 
we  did  file.  You  can  take  the  items  of  stock  and  bonds  out 
of  the  balance  sheet  of  the  Bell  of  Pennsylvania  and  get  the 
plant  that  is  located  in  Pennsylvania,  and  you  can  take  the 
corresponding  amount  out  of  the  liabilities,  as  against  the 
securities  held,  and  have  a  balance  sheet  that  is  attributable 
to  operations  in  Penns}lvania.  \\'e  did  not  think  it  necessary 
to  put  in  an  additional  exhibit,  ^^'e  think  you  can  withdraw 
what  represents  activities  outside.  As  I  stated  before  the 
Commission,  The  Bell  Telephone  Companv  of  Pennsylvania 
does  not  operate  outside  of  the  State  of  Pennsylvania. 

^.Ir.  Swayze  :  It  is  in  a  different  position  from  The  Cen- 
tral District  Telephone  Company. 

Mr.  ]\r.\RVF. :  It  is  an 'operating  compan\  in  Penns\lvania 
and  a  holding  companv  outside. 

The  CiiA'.RMAX  (Commissioner  Wallace)  :  These  securi- 
ties are  the  total  securities  owned  by  The  l')ell  Telephone  Com- 
pany of  Pennsylvania,  and.  if  there  is  a  Bell  Tele]ihone  Com- 
pany of  Maryland  and  if  it  owns  any  securities  at  all,  they 
would  be  in  the  balance  sheet  of  the  P-ell  Tele])hone  Company 
of  ?^Iaryland  ? 

Mr.  Swavze:  Yes,  sir;  the  com])an\-  o]:)crating  in  Mary- 
land. It  is  important  to  bear  in  mind  the  distinction  between 
The  Central  District  Telephone  Company  and  The  Bell  Tele- 
phone Company  of  Penn.?ylvania.     One  is  a  holding  company. 
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TiiK  CiiAiKMAN  (Commissioner  Wallace)  :  The  Central 
District  Telephone  Company  has  a  minority  interest  in  it? 

Mr.  Swayze:  There  are  46  shares,  I  think  Mr.  Trax 
testified,  of  the  whole  capital  stock  outstanding^,  and  it  has 
been  kept  as  a  working-  unit  for  corporation  reasons ;  but  it 
is  operated  by  the  same  organization  that  operates  The  Bell 
Telephone  Companv  of  Pennsylvania,  and  all  its  capital  stock, 
except  that  ■  small  amount  outstantling-,  is  held  by  The  Bell 
Telephone  Company  of  Pennsylvania. 

The  Chair^man  (Commissioner  Wallace)  :  So  in  making 
your  balance  sheet  of  The  Central  District  Telephone  Com- 
pany and  of  The  Bell  Telephone  Company  of  Pennsylvania,  it 
is  really  one  and  the  same  thing-?  While  you  run  the  books 
of  The  Central  District  Telephone  Company  as  a  separate 
unit,  in  making  the  Pennsylvania  balance  sheet  you  melt  one 
balance  sheet  into  the  other  and  they  are  one  when  they 
come  out? 

Mr.  Swayze:  Yes,  sir,  and  there  was  that  necessity, 
on  account  of  The  Central  District  Telephone  Company  own- 
ing an  operating  territory  outside  of  the  State  of  Pennsylvania, 
in  order  to  show  you  what  property  did  come  under  your 
jurisdiction,  to  make  that  apportionment  which  has  been  ex- 
plained, and  which  is,  after  all,  as  we  frankly  admit,  an 
apportionment. 
By  Mr.  Marye:— 

O.  Have  you  prepared  a  statement  in  detail  of  the  reve- 
nues of  The  Bell  Telephone  Company  of  Pennsylvania  for 
the  years  1911.  1912,  and  1913? 

A.  I  have. 

O.  Is  that  the  paper  I  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania,  Detailed  Statement  of  Gross  Revenue 
for  the  Years  1911,  1912,  and  1913"  offered  in  evidence 
and  marked  Exhibit  3-0.) 

O.  What  does  Exhibit  3-0  purport  to  represent? 

A.  Exhibit  3-0   shows  the  gross  revenue   of  The   Bell 
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Telephone  Company  of  Pennsylvania  for  the  years  1911, 
1912.  and  1913. 

Q.  Where  did  you  get  the  figures  that  appear  in  this 
exhibit  ? 

A.  From  the  books  of  the  Company. 

O.  What  was  the  total  gross  revenue  of  The  Bell  Tele- 
phone Company  of  Pennsylvania  for  the  year  1911? 

A.  $10,959,426.27. 

O.  And  for  the  vear  1912? 

A.  $11,837,259.01. 

O.  And  for  the  year  1913? 

A.  $12,501,255.96. 

O.  Have  you  prepared  a  similar  exhibit  showing  the 
gross  revenue  of  The  Central  District  Telephone  Company 
for  the  years  1911.  1912,  and  1913? 

A.  Yes.  sir. 

O.  Is  that  the  paper  I  show  you? 

A.  Yes,  sir. 

(Statement  entitled  •'The  Central  District  Telephone 
Company,  Detailed  Statement  of  Gross  Revenue  for  the 
Years  1911,  1912,  and  1913"  offered  in  evidence  and 
marked  Exhibit  3-R.) 

O.  Will  you  explain  why  the  phraseology  of  these  reve- 
nue exhibits  for  the  year  1913  is  not  the  same  as  for  the 
years  1911  and  1912? 

A.  That  was  due  to  the  introduction  of  a  new  system 
of  accounting,  on  January  1,  1913,  as  required  by  the  Inter- 
state Commerce  Commission. 

O.  What  does  this  exhibit,  3-R,  purport  to  represent? 

A.  It  shows  the  gross  revenues  of  The  Central  District 
Telephone  Company  in  detail  for  the  years  1911,  1912,  and 
1913. 

O.  From  where  were  the  figures  derived? 

A.-  They  were  transcribed  from  the  books  of  the  Com- 
pany. 

O.  The  total  gross  revenue  of  The  Central  District  Tele- 
phone Company  for  the  year  1911  was  what? 
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A.  $5,297,146.65. 

Q.  And  for  1912? 

A.  $5,579,134.56. 

O.  And  for  1913? 

A.  $6,063,324.13. 

O.  Have  yon  prepared  an  exhibit  showing  the  gross 
revcnnes  of  The  Central  District  Telephone  Company  for 
the  years  1911.  1912,  and  1913,  to  represent  its  operations  in 
the  State  of  Pennsylvania? 

A.  Yes,  sir. 

O.  The  prior  exhibit,  3-R.  was  for  the  Company  as  a 
whole  ? 

A.  Yes,  sir. 

0.  This  exhibit,  which  I  show  you.  is  for  operations  in 
the  State  of  Pennsylvania? 

A.  Yes,  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company  in  the  State  of  Pennsylvania,  Detailed  State- 
ment of  Gross  Revenue  for  the  Years  1911,  1912,  and 
1913"  offered  in  evidence  and  marked  Exhibit  3-S.  ) 

O.  Exhibit  3-.S  shows  what? 

-A.  Shows  the  gross  revenue  of  The  Central  District  Tele- 
phone Company  in  the  State  of  Pennsylvania,  in  detail,  for 
the  years  1911,^  1912,  and  1913. 

O.  What  was  the  gross  revenue  attributable  to  operations 
in  Pennsylvania  for  the  year  1911? 

A.  $4,550,864.37. 

O.  And  for  the  year  1912? 

A.  $4.730. 523. 6 L 

O.  And  for  1913? 

A.  $5,167,422.22 

y.  Have  you  prepared  an  exhibit  showing  the  combined 
gross  revenue  of  The  Bell  Telephone  Company  of  Pennsyl- 
vania and  of  The  Central  District  Telephone  Company,  at- 
tributable to  telephone  operations  in  the  State  of  Pennsvlvania, 
for  the  years  1911.  1912.  and  1913? 

A.   ^"es,  sir. 
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O.  Is  that  the  paper  I  show  you? 
A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  The  Central  District  Telephone 
Company,  Detailed  Statement  of  Gross  Revenue  Attribut- 
able to  Telephone  Operations  in  the  State  of  Pennsyl- 
vania for  the  Years  1911,  1912,  and  1913"  offered  in 
evidence  and  marked  Exhibit  3-T.) 

O.  What  does  this  exhibit,  marked  3-T,  show? 

A.  Exhibit  3-T  shows  the  gross  revenue  of  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central  District 
Telephone  Company,  attributable  to  telephone  operations  in 
Pennsylvania,  for  the  years  1911,  1912,  and  1913. 

O.  What  was  the  total  combined  gross  revenue  of  those 
two  Companies  in  the  year  1911? 

A.  $13,259,041.84.' 

Q.  And  for  the  year  1912? 

A.  $14,363,584.05. 

Q.  And  for  the  year  1913? 

A.  $15,592,001.77. 

Q.  Will  you  briertv  ex[)lain  how  you  arrived  at  the  fig- 
ures in  this  exhibit? 

A.  The  telephone  operating  revenue  was  taken  from  the 
books  of  The  Bell  Telephone  Company  of  Pennsylvania  and 
The  Central  District  Telephone  Company,  just  as  it  appears 
in  this  statement.  It  is  the  sum,  of  course,  of  the  items  for 
the  two  Companies. 

Q.  On  Exhibits  3-R  and  3-S? 

A.  On  Exhibits  3-0  and  3-S.  The  sundry  revenue  for 
1911  and  1912  of  The  Central  District  Telephone  Company 
was  not  kept  separate  for  the  State  of  Pennsylvania.  It  could 
not  be  allocated  to  Pennsylvania,  therefore,  it  was  apportioned 
between  Pennsylvania  and  the  territory  outside  of  Pennsyl- 
vania in  the  same  proportion  as  the  telephone  revenue  in  Penn- 
sylvania to  the  telephone  revenue  of  the  entire  Company. 

Q.  It  was  on  a  revenue  basis? 

A.  On  the  basis  of  revenue,  yes,  sir.     The  earnings  of 
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The  J5cll  Telephone  Company  of  Pennsyhania  from  stocks 
and  bonds,  and  loans  to  other  telephone  companies  have  been 
omitted  from  this  statement,  in  order  to  eliminate  duplications 
Ijetween  The  Central  District  Telephone  Company  and  The 
Bell  Telephone  Company  of  Pennsylvania,  and  also  to  show 
only  the  result  of  telephone  operations  in  the  State. 

O.  The  effort  being  to  show  only  the  revenue  that  was 
derived  from  the  use  of  telephones  in  the  State  of  Pennsyl- 
vania ? 

A.  Yes,  sir. 

Pv  The  Chairman  (Commissioner  Wallace)  : — 

O.  The  inter-company  accounts  have  been  eliminated? 
A.  They  have,  yes,  sir. 

By  Mr.  Marye  :— 

O.  Have  5'ou  prepared  an  exhibit,  showing  in  detail  the 
expenses  of  The  Bell  Telephone  Company  of  Pennsylvania 
for  the  years  1911.  1912,  and  1913? 

A.  Yes,  sir. 

O.  Is  that  the  paper  I  show  you  ? 


(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania.  Detailed  Statement  of  Expenses  for  the 
Years  1911.  1912.  and  1913"  oftered  in  evidence  and 
marked   Exhibit  3-U.) 

O.  What  were  the  total  expenses  of  The  Bell  Telephone 
Company  of  Pennsylvania  for  the  year  1911? 

A.  $6,395,163.93. 

Q.  And  for  the  year  1912? 

A.  $7,454,078.88. 

Q.  And  for  the  year  1913? 

A.  The  expenses  and  deductions  from  revenue  for  1913, 
which  corresponds  with  the  total  expenses  for  the  previous 
\ear,  were  v$7,794,054. 

O.  Under  the  item  "Total  Expenses''  I  note  an  item, 
marked  48,  for  1911  and  1912.  called  "Interest."  What  does 
that  represent? 
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A.  That  represents  the  interest  paid  by  the  Telephone 
Company  on  borrowed  money. 

O.  And  item  49,  called  "'Dividends,"  represents  what? 

A.  That  represents  the  dividends  paid  to  stockholders  of 
the  Company. 

O.  What  was  the  total  annual  outgo  of  The  Bell  Tele- 
phone Company  of  Pennsylvania  for  the  year  1911? 

A.  $10,118,407.12. 

O.  And  for  the  year  1912? 

A.  $11,142,217.89. 

Q.  And  for  the  year  1913? 

A.  $11,406,133.99. 

By  Commissioner  Johnson  : — 

Q.  The  Bell  Telephone  Company  of  Pennsylvania  has  no 
bonded  indebtedness  ? 

A.  It  has  no  bonds  outstanding,  no,  sir. 

O.  The  interest  is  on  temporary  indebtedness? 

A.  On  notes,  and  also  a  mortgage,  I  believe,  on  the  Broad 
and  Spruce  Streets  property.  It  is  carried  as  a  funded  debt, 
but  there  are  no  bonds. 

By  Mr.  jMarye  : — 

Q.  Please  explain  the  general  heading,  which  appears  in 
your  expense  account  for  the  year  1913,  called  "Deductions 
from  Revenue." 

-V.  "Deductions  from  Revenue"  is  composed  of  items  that 
were  formerly  included  in  the  "Expenses."  They  are  such 
items  as  are  subject  to  great  variations  between  different  geo- 
graphical divisions  and  between  different  companies,  depend- 
ing upon  their  methods  of  operation.  For  example,  "Rent 
Deductions,''  which  were  carried  as  "Expenses"  in  the  earlier 
years,  would  be  very  large  in  amount  for  a  company  which 
did  not  own  very  many  of  the  Iniildings  which  it  occupied, 
while  another  company,  operating  in  similar  territory,  might 
own  practically  all  of  its  buildings  and  show  a  very  small 
rent  expense.  Therefore,  the  expenses  of  those  two  com- 
panies could  not  be  compared  fairly,  on  account  of  this  rent 
item,  which  was  due  entirely  to  the  local  conditions.     I  believe 
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that  that  was  the  purpose  in  eHminating  these  particular  items 
from  the  expense  account  and  treating  them  as  "Deductions 
from  Revenue." 

O.  At  whose  instance  was  that  account  opened  on  the 
books  of  the  Company? 

A.  That  was  required  by  the  system  of  accounts  intro- 
duced by  the  Interstate  Commerce  Commission. 

O.  Those  items  appearing  under  "Deductions  from  Rev- 
enue/' however,  were  just  as  much  expenses  as  any  other 
items  appearing  on  the  exhibit? 

A.  Yes,  sir,  they  were ;  at  least,  they  were  carried  as 
"Expenses"  in  l>he  years  1*^H1  and  1912. 

Q.  Briefly,  what  were  the  fundamental  changes  in  the 
accounting  system  introduced  in  1913,  so  far  as  the  expense 
accounts  were  concerned  ? 

A.  The  most  important  change  was  the  separation  out  of 
the  "Expenses"  of  these  items,  "Deductions  from  Revenue." 
The  result  of  that  is  to  eliminate  rent  expense  from  each  of 
the  various  operating  expense  accounts,  while  in  the  years  1911 
and  1912  rental  expense  was  apportioned  among  the  detailed 
expenses,  according  to  the  purpose  for  which  the  space  was 
employed. 

Q.  That  is,  between  the  Commercial  Department  and  the 
Trafific  Department? 

A.  Yes,  sir,  and  in  each  of  the  sub-accounts  under  the 
Commercial  Department,  so  that  there  is  not  any  item  of 
expense  for  1911  or  1912  that  can  be  compared  exactly  with 
the  corresponding  item  for  1913. 

O.  But  the  total  for  the  year  1913  can  be  compared  with 
the  total  for  the  years  1911  and  1912? 

A.  Yes,  the  "Total  Expenses"  and  "Deductions  from 
Revenue." 

O.  Can  be  compared  with  the  "Total  Expenses''  for  the 
previous  years? 

A.  Yes,  sir. 

O.  For  example,  take  the  items  under  "General  Ex- 
penses" for  the  year  1913,  and  point  out  items  which  will 
there  appear,  for  wdiich  you  wall  not  find  corresponding  items 
under  "General  Expenses"  for  the  years  1911  and  1912. 
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A.  "General  Office  Salaries''  is  an  item  which  does  not 
appear  in  1911  or  1912.  It  covers  the  payroll  expense  of  the 
Executive.  Accounting,  and  Financial  Departments,  and  ap- 
pears in  1911  and  1912  in  the  first  three  items.  "General  Office 
Supplies  and  Expenses"  is  likewise  distributed  among  the  first 
three  items  in  1911  and  1912.  "General  Law  Expenses"  corre- 
sponds, in  a  general  way,  with  "Legal  Department  Expenses." 
"Insurance"  is  included  in  "General  Expenses"  in  1913,  and 
appears  as  an  operating  expense,  under  "Rights,  Privileges 
and  Use  of  Property,"  in  1911  and  1912.  "Accidents  and 
Damages,"  which  is  the  expense  incurred  by  the  Company  in 
connection  with  injuries  to  persons  or  property  of  others  in 
connection  with  its  operations,  where  these  injuries  are  not 
covered  by  liability  insurance,  was  carried  in  the  various 
maintenance  accounts  in  1911  and  1912,  depending  upon  the 
class  of  work  in  connection  with  which  the  damages  occurred. 
"Law  Expenses  Connected  with  Damages"  was  carried  in  the 
same  way.  There  was  no  item  of  "Relief  Department  and 
Pensions"  in  1911  and  1912.  This  represents  the  amount  set 
aside  out  of  expense  in  the  reserve  to  provide  for  disability 
benefits  and  pensions  to  employes. 

O.  Explain  the  item  "Telephone  Franchise  Require- 
ments." 

A.  Item  8,  in  1913,  "Telephone  Franchise  Requirements." 
is  the  amount  which  the  Company  pays  to  municipalities  for 
franchises  and  privileges  in  the  streets,  and  is  paid  ordinarily 
in  the  form  of  free  telephone  service ;  sometimes  in  the  form 
of  materials  and  supplies  furnished  to  the  municipality.  Item 
10,  "Telephone  Franchise  Requirements — Cr.,*'  is  the  amount 
of  revenue  which  would  have  been  received  from  this  free 
telephone  service,  furnished  at  the  standard  rates,  and  is  de- 
ducted here,  as  it  does  not  appear  in  the  revenue  statement. 
The  difiference  between  items  8  and  10,  about  $1700,  is  the 
amount  of  materials  and  supplies  which  the  Coni])any  ha^  fur- 
nished to  municipalities. 

Q.  That  is  the  actual  outgo? 

A.  That  is  the  actual  outgo.  The  Company  also  permits 
municipalities  to  use  its  conduits  and  poles,  in  certain  cases, 
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for  franchise  rights,  but  nothing  is  included  in  this  item  to 
cover  that. 

Q.  Were  similar  changes  made  in  the  details  of  the 
accounts  under  "Commercial  Expenses"  and  "Traffic  Ex- 
penses" and  "Maintenance  (Plant  Expenses),"  for  the  year 
1913? 

A.  Yes,  there  were  some  changes  in  all  of  those  groups. 

O.  So  that  you  really  cannot  compare  the  totals  of  those 
various  departments  for  the  year  1913,  with  the  totals  of  those 
various  departments  for  the  years  1911  and  1912? 

A.  That  is  correct. 

O.  You  have  to  read  them  all  in  connection  w'ith  these 
accounting  "Deductions  from  Revenue?" 

A.  Yes,  sir. 

By  Commissioner  Johnson  : — 

O.  Is  the  rate  of  dividend  8%  ? 

A.  The  Bell  Telephone  Company  of  Pennsylvania  is  pay- 
ing 6%. 

O.  Semi-annually,  3%. 

A.  Quarterly,  1^%. 

The  Chairman  (Commissioner  Wallace)  :  The  stock  of 
The  Bell  Telephone  Company  of  Pennsylvania  is  owned  en- 
tirely, I  understand,  by  the  American  Telephone  &  Telegraph 
Company  ? 

Mr.  Marye:    By  the  New  York  Telephone  Company. 

The  Chairman  (Commissioner  Wallace)  :  And  it,  in 
turn,  by  the  other  company? 

Mr.  Marye:     Yes,  sir. 

The  Chairman  (Commissioner  Wallace)  :  The  Bell 
Telephone  Company  of  Pennsylvania  has  no  bonded  indebted- 
ness, I  understand,  and  if  you  needed  any  money,  you  would 
get  it  from  the  New  York  Telephone  Company  or  the  Ameri- 
can Telephone  &  Telegraph  Company? 

By  Mr.  Marye:— 

Q.  The  "Interest"  that  here  appears  in  these  statements, 
if  you  know,  was  paid  to  whom?  Take  the  interest  in  the 
year  1913,  $12,319. 
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A.  I  made  a  little  examination  into  that  and  that  repre- 
sents, usually,  monev  liorrowed  from  banks  just  to  tide  the 
Company  over  a  period  of  .shortage  of  cash. 

Mr.  Marye:  I  would  make  the  statement  myself  that 
I  suppose,  if  they  had  required  a  large  amount  of  money,  they 
would  have  borrowed  it  either  from  the  New  York  Telephone 
Company  or  the  American  Telephone  &  Telegraph  Company. 
That  is  their  right,  and  that  has  been  the  method  of  financing 
the  Bell  System  throughout  the  country  generally. 

The    Chairman    (Commissioner    Wallace)  :      That   was 
my  understanding,  that  its  bonds  were  issued, — the  financing 
was  done  by  the  other  company,  and  not  by  this  one. 
Mr.  Marye  :    Yes,  it  is. 

The  Witness:  I  would  like  to  correct  my  statement  to 
the  extent  of  saying  that  The  Bell  Telephone  Company  of 
Pennsylvania  does  have  monev  borrowed  at  this  time  to  the 
extent  of  $300,000,  or  did  on  December  31,  1913,  from  the 
New  York  Telephone  Company.  It  also  borrowed  small 
amounts,  from  time  to  time,  from  banks. 

Mr.  Swayze:  In  times  of  stringency  we  always  have 
access,  through  the  New  York  Company,  and  through  the 
holding  company,  the  American  Telephone  &  Telegraph  Com- 
pany, to  sources  of  money.  That  enters  into  the  rela- 
tionship ;  but  I  want  to  say  that  we  always  are  at  liberty  to 
borrow  from  banks  and  make  our  own  bargain.  We  are 
not  compelled  to  go  to  the  parent  Company. 

The  Chairman  (Commissioner  Wallace)  :  But  it  is  not 
the  policy  of  the  Company  to  raise  money  on  bonds  of  any 
character,  long  time  securities,  on  the  properties  of  the 
Pennsylvania  corporation? 

Mr.  Marye:  Oh,  no,  it  has  not  been  of  The  Bell  Tele- 
phone  Company  of  Pennsylvania. 

The  Chairman  (Commissioner  Wallace)  :  But  The 
Central  District  Telephone  Company  has  issued  securities 
this  year? 

Mr.  Marye:  I  think  possibly.  It  was  perfected  in 
1913,  and  thev  mav  have  actuallv  put  the  securities  out  in 
1914. 
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Mr.  Swavze:    I  took  that  up  with  the  Commission  last 

fall 

Commissioner  Johnson:  I  suppose  The  Bell  Telephone 
Company  of  Pennsylvania  will  require  additional  capital  to 
take  care  of  the  development  of  the  business  during  the  next 
five  years? 

]\Ir.  Swavze:  We  will  show  you  tables  as  to  what  we 
estimate  will  be  necessary. 

Commissioner  Johnson:  Will  that  capital  be  secured 
by  The  Bell  Telephone  Company  of  Pennsylvania  selling  its 
stock  to  the  New  York  Telephone  Company? 

Mr.  Swayze:  1  am  sure  I  could  not  tell  you.  It  would 
largely  depend  on  the  situation,  as  to  how  they  could  do  it 
to  the  best  advantage.  There  will  come  a  time  in  the  de- 
velopment of  all  these  telephone  companies,  if  the  growth 
continues  as  it  has  been  going  on  in  the  past,  when  the 
question  of  financing  is  going  to  be  a  most  difficult  one. 

Commissioner  Johnson  :  Apparently  the  past  policy 
has  been  for  the  New  York  Telephone  Company  to  pur- 
chase stock  of  The  Bell  Telephone  Company  of  Pennsyl- 
vania? 

Mr.  Swayze:  Yes,  sir;  it  has  been  by  the  issue  of 
stock.  Of  course,  you  must  remember  that  it  was  a  period 
when  a  lot  of  the  stock  was  held  by  outside  interests,  scat- 
tered all  over  the  State,  before  these  mergers.  These  stock 
issues  were  made,  and,  of  course^  were  offered  to  the  hold- 
ers ot  the  existing  stock  at  par,  I  think,  in  every  case — I 
do  not  think  there  was  'any  case  where  it  was  otherwise — 
and  the  holders  of  the  stock  therefore  got  whatever  benefit 
there  was  in  the  scrip,  or  in  the  stock  issue,  between  par 
and  what  they  could  dispose  of  it  on  the  market,  and  we  will 
bring  that  out  as  one  of  the  important  points  of  difference 
between  the  relation  in  the  past  and  the  relation  as  it  will 
exist  in  the  future,  after  you  made  a  decision  in  this  case. 
Of  course,  as  to  the  issuance  of  stock  in  the  future,  I  do 
not  doubt  that  there  will  be  a  certain  amount  of  stock  issu- 
ing, but  it  will  depend  so  much  upon  the  demands  on  the 
parent  Company  from  other  sources  that  no  one  can  fore- 
cast what  it  will  be.     There  was  a  time  when  the  financing 
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was  done  entirely  by  the  parent  Company,  but  it  got  to  the 
point  where  it  was  too  big  a  proposition  for  the  parent  Com- 
pany to  carry  that  financing  itself.  Those  were  the  times 
when  we  were  only  a  three  hundred  million  dollar  or  four 
hundred  million  dollar  corporation,  instead  of  a  seven  hun- 
dred million  dollar  or  eight  hundred  million  dollar  corpora- 
tion, and  the  growth  is  perfectly  enormous.  There  will  be 
tables  presented   showing  you  that. 

The  Chairman  (Commissioner  Wallace)  :  In  other 
words,  you  expect  to  finance  in  the  future  along  the  easiest 
lines? 

Mr.  Swayze  :  Yes,  sir,  whatever  they  may  be. 

The  Chairman  (Commissioner  Wallace)  :  The  cus- 
tomary practice  ? 

Mr.  Swayze  :  I  think  we  are  bound,  as  an  obligation 
to  the  public,  to  do  so  ;  but  there  will  be  part  of  the  financing 
done  one  way  one  year  and  another  way  another  year.  It 
will  all  depend  upon  the  circumstances  that  exist  at  a  par- 
ticular time;  but.  if  we  can  assume  that  there  will  come  a 
time  in  the  telephone  business  when  there  will  be  a  level 
line,  whcH  it  will  have  reached  its  growth  and  not  grow  by 
these  leaps  and  bounds  by  which  it  has  been  growing,  then 
there  will  come  a  point  where  we  will  have  to  recognize  that 
there  is  no  new  financing  to  be  done  to  any  great  extent, 
and  there  will  have  to  be  replaced  in  the  maintenance  re- 
serve fund  whatever  money  was  invested  in  plant  from  the 
maintenance  reserve  fund.  That  is  bound  to  come  event- 
ually. As  it  stands  now,  part  of  our  financing  is  done 
through  the  maintenance  reserve  fund.  As  we  collect  an  ex- 
cess over  what  we  use  for  depreciation  for  the  current  vear, 
that  goes  in  for  the  construction  of  new  property  and  the 
extension  of  the  plant;  but,  of  course,  there  is  coming  a 
time  when  the  demand  upon  the  reserve  fund  will  take  all  of 
the  depreciation  fnr  the  current  year,  and  something  out  of 
the  fund  itself,  if  it  is  properly  built  up.  That  must  be  so 
in  any  properly  constructed  depreciation  and  reserve  fund. 
By  Mr.  Marye  :— 

O.   Have  you  prepared  a  similar  exhibit  showing  in  de- 
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tail  the  expenses  of  The   Central   District  Telephone   Com- 
pany for  the  years  1911,  1912,  and  1913? 

A.  I  have,  yes,  sir. 

Q.   Is  that  tlie  paper  I  show  yon  ? 

A.  Yes,  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company.  Detailed  Statement  of  Expenses  for  the  Years 
1911.  1912,  and  1913"  ottered  in  evidence  and  marked 
Exhibit  2>-\.) 

Q.  This  Exhi!:it  3-\'  represents  what? 

A.  Exhibit  3-\'  is  a  detailed  statement  of  the  expenses  of 
The  Central  District  Telephone  Company,  as  a  whole,  for  the 
years  1911.  1912,  and  1913. 

O.  \\'hat  were  the  total  expenses  for  the  year  1911? 

A.  $4,217,961.31. 

Q.  And  for  the  year  1912? 

A.  S4.267.701  38. 

O.  And  for  the  year  1913? 

A.  $4.800,971. 9 L 

O.  What  was  the  total  annual  outgo  for  the  year  1911  ? 

A.  $5,225,627.53. 

O.  And  for  the  year  1912? 

A.  $5,339,715.83.' 

O.  And  for  the  year  1913? 

A.  $5,962,198.60. 

0.  Where  did  you  get  the  figures  shown  in  detail  on  thi=: 
exhibit  ? 

A.  They  are  taken  directly  from  the  books  of  the  Com- 
pany. 

O.  And  the  exhibit  is  prepared  in  the  same  fashion  as 
the  previous  exhibit,  Z-Vl 

A.  Yes,  sir. 

O.  \\"hat  is  the  dividend  rate  of  The  Central  District 
Telephone  Company? 

A.  7%. 

O.  Have  you  prepared  an  exhibit  showing  in  detail  the 
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expenses  of  The  Central  District  Telephone  Company  for  the 
years  1911,  1912,  and  1913,  in  the  State  of  Pennsylvania? 

A.  Yes,  sir. 

Q.  Is  that  the  paper  I  show  you  ? 

A.  Yes,  sir. 

(Statement  entitled  "The  Central  District  Telephone 
Company,  State  of  Pennsylvania,  Detailed  Statement  of 
Expenses  for  the  Years  1911,  1912,  and  1913"  offered  in 
evidence  and  marked  Exhibit  3-W.) 

Q.  Exhibit  o-V  was  for  the  expenses  incurred  in  the 
operation  of  the  Company  as  a  whole? 

A.  Yes,  sir. 

Q.  And  this  Exhibit  3-\V  is  for  its  operations  in  the 
State  of  Pennsylvania? 

A.  That  is  right. 

By  Commissioner  Johnson: — 

O.  I  note  that  the  necessary  capital  required  by  The  Cen- 
tral District  Telephone  Company  for  the  three  years  endins;" 
with  1913,  has  been  secured  by  borrowing;  I  suppose  by  the 
sale  of  bonds  ? 

A.  No,  that  was  money  advanced  to  it  by  other  System 
corporations,  loans,  I  believe,  from  The  Bell  Telephone  Com- 
pany of  Pennsylvania,  principally. 

By  Mr.  Marye  : — 

O.  It  had  no  bonded  indebtedness  prior  to  December  31, 
1913? 

A.  No. 

Commissioner  Johnson:     There  is  an  interest  payment 
hereof  $251,000  in  1913. 
By  Mr.  Marye  :— 

O.  Can  you  explain  that? 

A.  Yes.  That  is  interest  on  advances  from  System  cor- 
porations, I  think  principally  from  The  Bell  Telephone  Com- 
pany of  Pennsylvania.  The  amount  of  those  advances  was 
capitalized  December,  1913,  so  that  I  cannot  say.  from  these 
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statements,  just  how  much  it  amounted  to.  but  I  think  it  was 
about  $2,000,000  at  that  time. 

Uv  Commissioner  Johnson: — 

Q.  $251,000  would  represent  interest  on  $5,000,000,  would 

it  not? 

A.  There  was,  in  addition,  some  $2,000,000  advanced 
from  System  corporations,  I  believe  about  the  same  amount, 
carried  as  "Rills  Payable." 

Bv  Mr.  Marye  :— 

Q.  Bills  payable  to  whom? 

A.  Mostly  to  The  Bell  Telephone  Company  of  Pennsyl- 
vania. I  do  not  know  just  from  whom  that  money  was  bor- 
rowed. 

Q.  Did  they  owe  any  to  banks? 

A.  If  they  did,  it  was  only  small  amounts,  I  think.  The 
distinction  between  "Advances  from  System  Corporations  for 
Construction"  and  "Bills  Payable,"  was  simply  that  in  the  one 
case,  the  case  of  advances,  they  were  made  for  an  indefinite 
or  long  term,  and,  in  the  case  of  the  "Bills  Payable,"  they  rep- 
resent money  borrowed  for  a  term  of  a  year  or  less. 

Bv  Commissioner  Johnson  : — 

Q.  The  statements  show  a  rapidly  rising  interest  payment, 
and  I  understand  you  to  say  that  those  interest  payments  are 
for  temporary  advances,  which  may  be  all  very  clear,  but  I 
cannot  understand  why  the  temporary  advances  should  amount 
to  something  like  $5,000,000. 

A.  I  said  that  with  reference  to  The  Bell  Telephone  Com- 
pany of  Pennsylvania,  which  has  not  made  a  practice  of  bor- 
rowing very  large  amounts  of  money.    It  has  not  had  to  do  it. 

By  Mr.  M.\rye  : — 

Q.  This  is  The  Central  District  Telephone  Company? 

A.  This  is  the  Central  District  Company,  and  the  Cen- 
tral District  Company  has  borrowed  very  large  amounts  during 
the  last  year,  which  were  put  into  its  property,  and  $2,000,000 
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of  that  was  capitalized  on  December  31,  1913.  It  still  has 
nearly  $2,000,000,  I  believe— 

O.  Look  at  the  balance  sheet.  Exhibit  3-M. 

A.  (Referring  to  exhibit)  After  capitalizing  $2,000,000 
of  the  money  which  it  had  borrowed,  on  December  31,  1913, 
it  still  had  over  $4,000,000  in  advances  and  "Rills  Payable." 

Q.  That  will  appear  on  the  balance  sheet  marked  Ex- 
h.ibit  3-M  ? 

A.  That  appears  on  Exhibit  3-0. 

By  Commissioner  Johnson: — 

Q.  What  rate  of  interest  does  ThcCentral  District  Tele- 
phone Company  usually  pay  on  these  advances? 

A.  I  do  not  know.  The  rate  of  interest  varies  from  time 
to  time,  but  I  cannot  say  just  what  it  is. 

Mr.  Swayze:  I  understand  that  they  paid  some  of  it  at 
6  and  some  of  it  at  5 ;  none  of  it  in  excess  of  6. 

Commissioner  Johnson  :  Long  time  bonds  bear  a  lower 
rate  of  interest,  and  impose  a  lighter  capital  charge  upon  the 
company,  than  must  be  met  in  securing  funds  by  temporary 
advances  ? 

Mr.  Swayze  :  Possibly  so,  yes.  That  depends  on  the 
conditions  at  the  time  of  the  sale  of  your  long  term  bonds. 
There  have  been  times  lately  when  long  term  bonds  did  not 
sell  better  than  a  6%  basis. 

The  Chairman  (Commissioner  Wallace)  :  In  1913  the 
Central  District  Company  had  no  bonds  outstanding,  at  any 
rate? 

Mr.  Swayze  :  No.  The  bonds  that  were  issued  were 
issued  practically  on  a  5%%  basis;  5%  bonds  on  a  5j4%  basis. 

The  Chairman  (Commissioner  Wallace)  :  And  6%  for 
the  year  1913  was  a  fair  rate? 

Mr.  Swayze:  Yes;  we  paid  ofif  6%  obligations  with 
money  derived  from  the  sale  of  stock  and  the  sale  of  bonds. 
That  is  what  the  money  was  used  for. 

By  Mr.  Marye:— 

O.  Now  Exhibit  3-W  shows  what? 
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A.  Exhibit  3-W  shows  the  expenses  of  The  Central 
District  Telephone  Company  in  detail,  covering  its  opera- 
tions in  the  State  of  Pennsylvania,  for  the  years  1911,  1912, 
and  1913. 

Q.  \\'hat  were  the  total  expenses  in  the  State  of  Penn- 
svlvania  for  the  year  1911? 

A.  $3,512,104.22. 

Q.  And  for  1912? 

A.  $3,431,794.02. 

O.  For  the  year  1913? 

A.  $3,880,795.42. 

O.  What  was  the  total  annual  outgo  for  the  year  191 1 
in  the  State  of  Pennsylvania? 

A.  $4,459,008.16. 

O.  For  1912? 

A.  $4,439,166. 

O.  For  the  year  1913? 

A.  $4,972,000.14. 

Q.  How  did  you  apportion  the  interest  and  dividends 
paid  in  the  year  1913? 

A.  For  all  of  the  years  the  interest  and  dividends  paid 
were  apportioned  on  the  basis  of  estimated  net  earnings  of 
the  Company  in  Pennsylvania,  as  compared  with  the  net 
earnings  of  the  Company  as  a  whole,  during  the  whole  period 
from  1885  to  1913. 

O.  \\  hy  was  it  necessary  to  make  any  apportionments? 

A.  Tt  was  necessary  to  apportion  it  because,  in  the  first 
place,  the  dividends  and  interest  paid  are  not  allocated  to  any 
territory  on  the  books. 

O.  And  this  company,  The  Central  District  Telephone 
Company,  operates  outside  of  the  State  of  Pennsylvania? 

A.  This  company  also  operates  in  Ohio  and  West  Vir- 
ginia. 

O.  Have  you  prepared  an  exhibit  showing  in  detail  the 
combined  expenses  of  The  Bell  Telephone  Company  of 
Pennsylvania  and  of  The  Central  District  Telephone  Com- 
pany, for  the  years  1911,  1912.  and  1913,  for  their  operations 
in  the  State  of  Pennsylvania? 

A.  Yes,   sir. 
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O.  Is  that  the  paper  I  show  you? 
A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  The  Central  District  Telephone 
Company  in  Pennsyhania,  Detailed  Statement  of  Ex- 
penses for  the  Years  1911,  1912,  and  1913"  offered  in 
.evidence  and  marked  Exhibit  3-X. ) 

O.  What  does  this  Exhibit  3-X  represent? 

A.  This  shows  the  expenses  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The  Central  District  Tele- 
phone Company  in  the  State  of  Pennsylvania  in  detail  for 
the  years  1911,  1912,  and  1913. 

O.  \yhat  were  the  total  expenses  of  the  two  Companies 
for  the  year  1911? 

A.  $9,907,268.15. 

O.  And  for  the  year  1912? 

A.  $10,885,872.90. 

O.  For  the  year  1913? 

A.  $11,674,849.42. 

O.  \\'hat  was  the  total  annual  outgo  for  operations  in 
Pennsylvania,  of  the  two  Companies,  for  the  year  1911? 

A.  $12,326,166.48. 

O.  And  for  the  year  1912? 

A.  $13,378,367.91. 

O.  And  for  the  year  1913? 

A.  $14,301,457.72. 

O.  In  order  to  arrive  at  the  figures  in  this  exhibit,  was 
it  necessary  to  make  any  apportionments  ? 

A.  This  exhibit  is  the  sum  of  Exhibits  Z-V  and  3-\\' ; 
the  apportionments  of  the  interest  and  dividends  paid,  in 
Exhibit  3-W.  are  included  in  this  exhibit.  In  addition  to  that, 
the  amount  of  interest  and  dividends  received  bv  The  Bell 
Telephone  Company  of  Pennsylvania  from  other  telephone 
companies  has  been  deducted  from  the  interest  and  dividends 
paid,  in  order  to  eliminate  duplications,  and  to  show  only  the 
interest  and  dividends  paid  as  the  result  of  telephone  opera- 
tions in  the  State. 
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(  ).  Did  you  make  an  endeavor  to  cut  out  of  the  state- 
ment any  expenses  attril)utable  to  the  Bell  of  Pennsylvania 
as  a  holding  com])any? 

A.  I  did  not.  Any  expenses  that  it  would  incur  as  a 
holding  com])any  would  probably  not  be  large,  and  there 
seemed  to  be  no  reasonable  basis  for  estimating  what  those 
expenses  might  be. 

O.  You  simply  cut  out  the  dividends  and  interest  paid  on 
holdings  of  The  IjcII  Telephone  Company  of  Pennsylvania 
and  operations  of  The  Central  District  Telephone  Company 
outside  of  the  State  of  Pennsylvania? 

A.  Yes,  sir. 

O.  Have  you  prepared  exhibits  showing  the  dividends 
paid  by  all  of  the  Bell  telephone  companies  that  have  ever 
o])erated  in  the  State  of  Pennsylvania,  from  the  beginning  of 
operations  until  the  present  date? 

A.  Yes,  sir. 

O.  And  have  you  prepared  them  for  each  company  sep- 
arately? 

A.  For  each  Bell  telephone  company. 

O.  Have  you  prepared  an  exhibit  showing  the  dividends 
paid  by  the  Hudson  River  Telephone  Company? 

A.  Yes,  sir. 

O.  Is  that  the  ]iaper  I  show  3'ou  ? 

A.  Yes,  sir. 

(Statement  entitled  "Hudson  River  Telephone  Com- 
pany, Dividends  Paid  Since  Organization  of  the  Com- 
pany" offered  in  evidence  and  marked  Exhibit  3-Y.) 

O.  \\'hat  does  this  Exhibit  3-Y  show  ? 

A.  It  shows  the  dividends  paid  each  year  by  the  Hudson 
River  Telephone  Company,  from  the  beginning  of  its  opera- 
tions up  to  the  time  that  it  ceased  to  operate  in  the  State  of 
Pennsylvania,  which  was  July,  1902. 

O.  The  first  column  shows  what? 

A.  The  first  column  shows  the  vear. 

O.  The  second  column? 

.'\.  The  average  capital  stock   outstanding  in   each  vear. 
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Q.  And  the  third  coUimn? 

A.  The  total  dividends  paid. 

Q.  And  the  fourth  column? 

A.  The  dividend  rate,  in  percentage. 

Q.  And  that  rate  was  calculated  on  what? 

A.  On  the  average  capital  stock  outstanding  during  that 
year. 

Commissioner  Johnson:  What  is  your  purpose  in  in- 
troducing this  exhibit? 

Mr.  jMarye  :  Under  our  interpretation  of  the  obligations 
of  the  statute,  we  are  showing  everything  there  indicated.  As 
to  how  helpful  any  of  it  may  be,  I  do  not  know. 

Commissioner  Johnson:  It  throws  light  upon  the  finan- 
cial history  of  the  Company,  and  I  assume  that  is  your 
purpose  ? 

Mr.  Marve  :  Yes,  sir.  If  the  Commission  please,  if  the 
Commission  does  not  desire  us  to  put  in  any  information  of 
this  character,  we  will  be  very  glad  not  to  do  it. 

Commissioner  Johnson:  There  was  no  such  thought 
back  of  my  question. 

Mr.  Marye  :  To  be  perfectly  frank  and  candid,  I  cannot 
see  myself,  in  fixing  a  rate  for  the  future,  what  particular 
bearing  it  could  have,  other  than  as  indicative  of  what  would 
be  a  fair  return  in  the  future.  We  have  to  make  our  estimates 
of  the  future  on  the  history  of  the  past. 

Commissioner  Johnson  :  You  have  prepared  some  ex- 
hibits for  other  subordinate  companies  ? 

Mr.  ]\Jarve:  For  each  company  in  the  State  that  ever 
has  been  in  existence,  each  Bell  telephone  company ;  and  then 
we  lead  up  to  it  and  show  the  dividends  of  the  j^resent  Com- 
pany from  the  beginning  of  time  to  the  present. 

The  Chairman  (Commissioner  Wallace)  :  This  proves 
up  your  estimate  of  the  value  of  the  property  and  the  rate  of 
return  that  you  think  you  are  entitled  to,  or  in  a  measure 
helps  to? 

AIr.  Marve:  Yes,  sir,  it  is  indicative  of  what  mon^y  has 
cost  us  in  the  past. 

The  Chairman  C Commissioner  Wallace)  :    Showing  that 
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in  the  early  staj^es  of  the  telephone  art  you  did  not  receive 
a  fair  return? 

Mr.  Marye:   Yes,  sir. 

TiiK  Chairman   (Commissioner  \\'allace)  :    This  exhibit 
shows  what  the  comjianies  did  do  r 

Mr.    Marve  :      Which    made    a    fair    return    and    which 
did  not. 

The  CHAHiMAX  (Commissioner  Wallace)  :     Showing  the 
money  invested  and  the  amount  of  return. 

'Mr.  AIarve  :     I  think  it  is  indicative  of  a  little  more.     I 
think  it  is  indicative  of  what  money  has  cost  us  in  the  past. 

]\Ir.  Swayze:  We  think  it  very  indicative  of  the  fact 
that,  considering  all  these  companies  together,  we  did  not  re- 
ceive excessive  returns  at  any  time.  While  we  will  contend 
that  the  question  of  returns  in  the  past  is  not  one  to  be  passed 
on  by  the  Commission,  we  do  feel  that  that  question  always 
arises  in  every  rate  case,  and  that  it  would  be  helpful  to  the 
Commission  to  have  before  them  this  information. 
By  ^Ir.  ]\Iarye  : — 

O.  Have  you  prepared  a  similar  exhibit  for  the  Central 
Pennsylvania  Telephone  and  Supply  Company? 

A.  Yes,  sir. 

O.  Is  that  the  paper  that  I  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "Central  Pennsylvania  Telephone 
and  Supply  Company,  Dividends  Paid  Since  Organization 
of  Companv"  offered  in  evidence  and  marked  Exhibit 
3-Z.) 

O.  This  exhibit  marked  3-Z  is  prepared  in  the  same  form 
as  the  preceding  exhibit  ? 
A.  Yes,  sir. 

(Statement  entitled  "The  Pennsylvania  Telephone 
Company,  Dividends  Paid  Since  Organization  of  Com- 
pany" offered  in  evidence  and  marked  Exhibit  4-A.) 
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(Statement  entitled  "New  York  and  Pennsylvania 
Telephone  and  Telegraph  Company,  Dividends  Paid  Since 
Organization  of  Company"  offered  in  evidence  and 
marked  Exhibit  4-B.) 

(Statement  entitled  "The  Delaware  and  Atlantic 
Telegraph  and  Telephone  Company  of  Pennsylvania, 
Dividends  Paid  Since  Organization  of  Company"  offered 
in  evidence  and  marked  Exhibit  4-C.) 

( Statement   entitled  "The  Bell   Telephone  Company 
of    Pennsylvania    (Formerly    The    Bell    Telephone   Com- 
pany of  Philadelphia),  Dividends  Paid  Since  Organiza- 
/     tion  of  Company"  offered  in  evidence  and  marked  Ex- 
hibit 4-D.) 

(Statement  entitled  "The  Central  District  Telephone 
Company  ( Formerly  The  Central  District  and  Printing 
Telegraph  Company),  Dividends  Paid  Since  Organiza- 
tion of  Company"  offered  in  evidence  and  marked  Exhibit 
4-E.) 

( Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  Associated  Companies,  State  of 
Pennsylvania,  Dividends  Paid  Since  Organization  of 
Companies"  oft'ered  in  evidence  and  marked  Exhibit 
4-F.) 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  Associated  Companies,  Average 
Capital  Stock  Outstanding  and  Dividends  Paid  Since 
Organization  of  Companies,  Attributable  to  Telephone 
Operations  in  the  State  of  Pennsylvania"  offered  in  evi- 
dence and  marked  Exhibit  4-G.) 

Q.  Exhibit  4-A  represents  what? 

A.  The  dividends  paid  by  The  Pennsylvania  Telephone 
Company  from  the  beginning  of  operations  up  to  the  time  it 
was  merged  in  the  Bell  of  Philadelphia. 
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().   i'^xliiliil  4-1'.  represents  what.-' 

A.  The  dividends  i)aid  by  the  New  York  and  Pennsyl- 
vania Telephone  and  Telegraph  Company  during  the  time  that 
il  oiicrated  in   reimsylvania. 

(J.    l'".\liihii  4-C"  represents  what? 

A.  'I'lie  dividends  paid  by  The  Delaware  and  Atlantic 
'i"elegrai)h  and  Telephone  Company  of  Pennsylvania  during 
the  time  it  operated  in  Pennsylvania. 

Q.  Exhibit  4-D  represents  what? 

A.  The  dividends  paid  by  The  Bell  Telephone  Company 
of  Pennsylvania,  formerly  The  Bell  Telephone  Company  of 
Philadelphia. 

Q.  Exhibit  4-E  represents  what? 

A.  Ivepresents  the  dividends  paid  by  The  Central  District 
Telephone  Company. 

Q.  Exhibit  4-F  ? 

A.  Exhibit  4-F  represents  the  total  average  capital  stock 
outstanding  and  total  dividends  paid  by  all  of  the  Bell  tele- 
phone companies  operating  in  the  State  of  Pennsylvania  from 
the  beginning  of  operations  up  to  the  end  of  1913. 

Q.  And  Mxhibit  4-C  represents  what? 

A.  Exhibit  4-G  represents  the  average  capital  stock  out- 
standing and  the  dividends  paid  by  all  Bell  telephone  com- 
panies operating-  in  the  State  of  Pennsylvania,  which  were 
attributable  to  telephone  operations  in  Pennsylvania  from  the 
beginning  up  to  the  end  of  the  year  1913. 

O.  W  ill  you  briefly  explain  the  difference  between  Ex- 
hibits 4-E  and  4-C.? 

A.  Exhibit  4-E  includes  in  the  average  capital  stock  out- 
standing, the  capitalization  of  The  Bell  Telephone  Company  of 
Pennsylvania  as  a  holding  company,  and  also  its  earnings  on 
stocks  and  bonds  oi  other  telephone  companies,  and  loans  to 
other  companies.  In  Exhibit  4-G.  the  average  investment  of 
I'he  Bell  Telephone  Company  of  Pennsylvania  in  outside  secur- 
ities has  been  deducted  from  the  average  capital  stock  out- 
standing, and  the  earnings  of  The  Bell  Telephone  Company 
of  Pennsylvania  in  the  form  of  dividends  on  stocks  and  bonds 
of  other  comj^anies  and  interest  earned  on  loans  to  other  com- 
panies have  been  deducted  from  the  total  dividends  paid,  so 
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that  this  statement  shows  the  average  capitalization  and  the 
dividends  paid  as  the  resuh  of  telephone  operations  in  Penn- 
sylvania, as  nearly  as  it  can  be  estimated. 

Q.  In  other  words,  Exhibit  4-G  is  your  attempt  to  show 
the  relation  which  the  dividends  that  the  companies  actually 
paid  bear  to  the  capital  stock  attributable  to  the  operations  in 
Pennsylvania  ? 

A.  Yes,  sir. 


(At  1.10  P.  M.  a  recess  was  taken  until  2.30  P.  M.) 
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2.30  P.  M. 

Present : 

Commissioners  Wallace,  Acting  Chairman  ;  Penny- 
packer,  Jt)i]NSON,  r)RECHT,  ToNE.  and  Wright. 

William  N.  Trinkle,  Esq.,  counsel  for  the  Com- 
mission. 

r>ERNE  H.  Evans,  Esq.,  assistant  counsel  for  the 
Commission. 

]\[essrs.  Swayze,"  Marye  and  Candor,  for  The  Bell 
Telephone  Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company. 


Er.\ncis  B.  pi.  Paine,  having-  been  duly  sworn,  was  ex- 
amined as  follows: 

P)V  ]\1r.  i\L\RYE: — 

O.  \\'hat  is  your  full  name  ? 

A.  Francis  B.  H.  Paine. 

O.  Where  is  your  residence? 

A.   New  York  City. 

O.  \\hcre  is  your  place  of  business ? 

v.   Xew  York  City. 

O.  What  is  your  present  occupation  ? 

A.  Consulter  to  public  utilities. 

O.  Will  you  briefly  state  your  experience  in  the  construc- 
tion, maintenance,  operation,  and  management  of  public  utility 
comi)anies  ? 

.•\.  My  experience  began,  really,  as  perhaps  the  first 
student  in  the  laboratories  of  the  Westinghouse  Electric 
Manufacturing  Company,  in  1885  or  1886,  where  I  spent  four 
years,  and  then  was  sent  by  the  Company  to  Texas,  as  a  sales- 
man and  engineer,  my  work  there  being  the  beginning  of  my 
relationship  with  public  utilities.  The  duties  of  a  salesman 
for  an  electrical  company  in  those  days  consisted  very  largely 
in  making  stu(Hes  of  small  communities  and  advising  'with  the 
local  interests  there,  bankers  and  grocers  and  butchers,  as  to 
the  manner  in   wliich   an   electric  ])lant  could   be  put   in,   for 
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the  Horhting  of  the  community,  as  well  as  for  the  service  of 
the  residences,  hotels,  etc.,  and  the  salesman  had  to  begin  his 
\vork  with  satisfying  the  local  interests  as  to  how  it  should 
be  done,  generally  securing  a  franchise  for  doing  it  from  the 
community,  formulating  the  company,  including  the  so-called 
arrangement  of  its  finances,  and  getting  his  contract  for  his 
apparatus.  Then  I  would  finally  have  to  supervise  the  in- 
stallation of  the  equipment  and  start  it  off. 

0.  How  lonq:  did  you  represent  the  W'estinghouse  Com- 
pany in  that  capacity  ? 

A.  In  a  general  way  in  that  capacity  until  1905,  but  with 
an  intermission,  during  which  time  I  was  in  similar  employ- 
ment, but  with  the  old  Edison  General  Electric  Company,  and 
in  the  northwest,  and  with  the  Siemens-Halske  Company  in 
St.  Louis,  and  with  an  intermission  also  of  a  short  time  while 
I  was  in  Europe  studying  European  conditions;  then  from 
1893  until  about  1898  I  was  in  their  New  England  office, 
doing  the  same  general  type  of  work,  as  a  salesman,  and 
finally  as  manager  of  that  division  of  their  work. 

O.  About  how  many  electric  light  and  power  plants  were 
_\ou  instrumental  in  starting  during  that  period? 

A.  J  never  made  a  com])utation  of  it,  I  suppose  30  or  40, 
in  different  places,  either  as  to  their  starting  or  as  to  their 
progress — 30  or  40  or  50. 

O.   Did  you  keep  in  touch  with  tlieir  operations? 

A.  Almost  always,  and  alwaxs.  as  the  salesman  in  the  dis- 
trict, I  had  to  do  with  the  operations  of  the  companies,  and 
was  looked  upon  as,  and  it  was  expected  that  I  should  be. 
their  adviser  in  matters  of  all  sorts  and  conditions. 

O.   Financial,  as  well  as  operating? 

A.  In  a  considerable  measure,  yes ;  insurance,  and  all 
sorts  of  troublesome  problems  which  they  might  have. 

O.  In  that  period  of  time  how  many  trips  did  you  take 
to  Europe,  or  abroad  ? 

A.  Two. 

O.  Whom  did  you  represent  on  those  trips? 

A.  Myself.  I  went  over  for  the  purpose  of  familiarizing 
myself    with    the    difference    between    operating,    as    well    as 
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financial,  conditions  relating  to  public  utilities,  in  Europe  and 
this  country. 

0.  Are  you  a  member  of  scientific  societies  .- 

A.  I  am  Fellow  in  the  American  Institute  of  Electrical 
Engineers,  and  a  member  of  certain  more  or  less  trade 
societies,  such  as  the  National  Electrical  Light  Association, 
the  American  Street  Railways  Association,  and  similar  socie- 
ties to  that. 

O.  Have  you  taken  active  ])art  in  the  committee  work  of 
those  various  societies,  particularly  of  the  American 
Institute? 

A.  Yes :  not  particularly,  but  I  have  been  rather  active 
in  their  various  engineering  committees  in  all  the  associations, 
dealing  largely  with  what,  I  think,  in  telephony  we  would 
call  the  outside  plant  equipment,  and  the  inter-relation  of 
utilities,  joint  use  of  facilities,  and  that  sort  of  thing. 

O.  You  are  still  a  member? 

A.   1  am  still  a  member  of  those  societies. 

O.  Do  you  hold  a  committee  assignment  in  the  American 
Institute  ? 

A.  Yes. 

O.  What  committee? 

A.  It  is  the  Power  Distribution  Committee,  I  think  that 
is  the  exact  name  of  it,  and  in  the  National  Electric  Light 
Association  it  is  the  Overhead  Pole  Line  Construction  Coni- 
mittee.  In  the  American  Street  Railways  Association  it  is 
the  Power  Distribution  Committee.  I  am  also  a  member  of 
the  Committee  of  Final  Review,  the  Committee  on  Standards. 

O.  Standardization  of  methods  and  equipments? 

A.  Yes,  and  I  represent  the  Institute  on  the  Committee  on 
Joint  L'se  of  Poles,  which  is  a  joint  committee  of  all  the 
associations. 

O.  Of  all  the  associations? 

A.  Of  all  the  national  bodies. 

Q.  All  the  bodies  that  are  allied  with  the  American 
Institute? 

A.  No.  of  those  which  I  mentioned,  the  various  national 
associations  dealing  with  the  electrical  interests. 

O.  Did  you  ever  represent  anv  of  those  societies  abroad? 
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A.  Yes.  I  represented  the  Institute  at  the  Frankfort  Ex- 
position and  Congress  in,  I  think  it  was  1891,  at  Frankfort- 
on-Main. 

O.  After  leaving-  the  \\'estinghouse  Company,  in  what 
business  were  you  engaged? 

A.  For  some  time  before  leaving  the  W'estinghouse  Com- 
pany I  had  been  an  adviser  to  the  consulting  engineers  for 
the  Ontario  Power  Company,  which  built  the  hydro-electric 
plant  on  the  Canadian  side  of  the  Niagara  Falls,  and,  in  the 
winter  of  1905.  that  Company  asked  me  to  go  up  there  as 
general  manager  of  their  construction  company,  to  complete 
the  property,  the  first  stage  of  the  property;  and  finally,  just 
about  the  time  that  was  done,  the  same  interests — the  interests 
of  John  J.  Albright,  of  Bnfifalo — acquired  the  dominancy  in 
the  Niagara,  Lockport  &  Ontario  Power  Company,  with  whom 
they  had  made  a  contract  for  the  sale  of  the  power  in  the 
United  States,  and  which  Company  was  to  build  transmission 
lines  throughout  the  western  part  of  the  State  of  New  York. 
Mr.  Albright  asked  me  to  take  charge  of  the  construction  of 
that  property,  and  I  think  it  was  in  August,  1906.  that  T 
became  vice-president  and  chief  engineer  of  the  construction 
company. 

O.  You  became  the  vice-president? 

A.  And  chief  engineer  of  the  construction  company. 

Q.  \\'hat  was  your  experience  and  your  duties  with  that 
company  ? 

A.  I  had  entire  charge  of  the  construction  engineering. 
At  that  time  I  did  not  have  charge  of  the  design  of  the  equip- 
ment itself,  but  its  construction,  method  of  handling,  and  the 
general  engineering  questions  incidental  to  its  ultimate  use, 
as  well  as  contracting  for  materials,  and  all  those  duties  which 
might  fairly  fall  to  the  vice-president  and  chief  engineer  of  a 
construction  company.  Upon  the  practical  completion  of  the 
property  it  was  turned  over  to  the  Niagara,  Lockport  & 
Ontario  Power  Company  by  the  construction  company,  and  I 
became  general  manager  of  the  Niagara,  Lockport  &  Ontario 
Power  Company,  and  the  construction  company  became  the 
holding  company — which  was  simply  an  accounting  measure — 
and  I  have  continued  until  last  August  as  gfeneral  manager  of 


lOlOa  Francis  B.  II.  Paine. 

thai  rompany,  in  cliargc  of  all  its  operaliotis  ;  its  engineering, 
operation,  conslniction,  commercial  activities,  methods  of  ac- 
counting— everything  which  might  fairly  come  under  the  direc- 
tion of  a  general  manager,  reporting  to  his  president  and 
Hoard  of  Directors. 

Q.  \\'hile  acting  in  that  capacity  for  the  power  company, 
which  generated  the  power,  did  you  have  any  experience  in 
building  up  a  market  for  the  output  of  the  power  company? 

A.  Not  the  power  itself.  I  left  that  Company,  the  power 
company,  before  they  had  begun  to  do  the  marketing  of  their 
])ower,  l)cfore  the  sale  to  the  Nia:^ara  &  Lockport  Company; 
but  I  created  its  operating  organization,  which  included  its 
sales  department,  before  I  went  -to  the  Niagara  &  Lockport 
Company,  on  the  American  side. 

O.  Then  after  you  went  with  the  company  on  the  Amer- 
ican side,  in  which  you  had  charge  of  its  management,  in- 
cluding the  sales  of  its  product,  did  you  have  any  experience, 
in  that  capacity,  in  helping  to  create  a  market? 

A.  During  the  construction  we  had  a  sales  engineer,  but. 
after  the  practical  completion  of  the  plant,  I  took  over  those 
duties  also,  and  probably  two-thirds  of  my  time  was  spent 
in  the  disposition  of  our  power,  some  directly  to  the  ultimate 
consumer,  but  more  particularly  in  association  with  the  local 
distribution  companies,  in  assisting  them  in  the  up-building 
of  their  business,  Avhich  would  result  in  an  increase  of  our 
business  v>'ith  them. 

O.  That  was  what  I  was  trying  to  get  at.  You  sold  \our 
power  mostly  to  what  character  of  companies? 

A.  The  greatest  number  of  our  customers — they  were 
very  few — were  distribution  companies  in  localities  all  the  way 
from  Dunkirk  on  the  west  to  Syracuse  and  Oswego  on  the 
east. 

O.  By  distribution  companies  you  mean  electric  light  and 
powder  companies  in  various  cities? 

A.  Yes.  and  the  electric  railway  companies.  When  I  left 
in  July  I  had  consummated  arrangements  with  every  distri- 
bution company  and  every  railroad  company  in  the  western 
part  of  the  State,  except  a  few  very  small  ones  near  Dun- 
kirk, two  or  three  on  the  Oswego,  and  one  in  the  central  part 
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of  the  State;  always  excepting"  the  cities  of  Buffalo,.  Tona- 
wanda,  and  Niagara  Falls.  We  did  no  business  in  those  com- 
munities, but  did  with  all  the  raih'oads,  all  the  electric  traction 
roads,  all  the  electric  light  companies  and  all  the  principal 
manufacturers,  such  as  the  Lackawanna  Steel  Company  and 
the  Seneca  Iron  &  Steel  Company. 

Q.  Did  you,  during  this  period,  become  familiar  with  the 
outside  distribution  system  of  the  various  electric  light  and 
power  companies  and  trolley  railroad  companies,  throughout 
the  territory  }-ou  have  described? 

A.  Entirely  so. 

O.  So  that  you  are  familiar  with  the  properties  of  elec- 
trical pole  using  companies? 

A.  Yes.  sir. 

Q.  Have  you  ever  had  any  connection,  directly  or  in- 
'directly.  with  the  Bell  Telephone  Company,  or  any  of  its 
operated  companies  ? 

A.  Never,  until  retained  in  this  case. 

O.  Did  vou  know  anything  about  the  lines  and  properties 
of  the  Bell  telephone  companies  that  were  operating  in  that 
territory  in  New  York? 

A.  Yes ;  only  as  I  observed  them  through  an  intimate 
acquaintance  with  the  rest  of  the  electrical  properties,  and 
through  a  multitude  of  crossing  agreements,  and  things  of  that 
sort,  I  became  quite  familiar  with  the  methods  of  construc- 
tion followed  by  them  in  their  outside  plant. 

O.  ^^'as  that  necessary,  in  order  for  you  properly  to  per- 
form your  duties  on  the  various  committees  that  you  have 
enumerated  of  the  American  Institute  of  Electric  Light  En- 
gineers and  National  Electric  Lighting  Association,  etc.? 

A.  I  think  so. 

O.  The  committees  on  joint  use  and  crossing  specifica- 
tions, etc.? 

A.  Yes.  sir.  That  was,  I  presume,  what  led  to  my  getting 
on  those  committees. 

Q.  Your  knowledge,  or  your  supposed  knowledge? 

A.  My  acquaintance  with  the  questions  incident  to  that 
work  in  the  western  part  of  New  York. 

Q.  You  said  that  you  never  had  any  connection,  in  any 
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cai)acity,  with  any  telephone  company  until  you  were  employed 
in   this  case? 

A.  No.  sir. 

Q.  When  was  that? 

A.  Early  in  December,  1913. 

Q.  With  whom  was  your  first  interview  in  that  con- 
nection ? 

A.  With  Mr.  Swayze  and  yourself,  I  believe,  and  ]\Ir. 
Kinnard,  in  Philadelphia. 

O.  Were  you  given  any  instructions  as  to  what  we  desired 
that  you  do  in  this  matter? 

A.  At  that  meeting-  I  was  asked  if  I  could  devote  some 
time  to  a  study  of  the  telephone  situation  in  Pennsylvania,  to 
which  I  replied  that  I  could,  and  I  was  asked  to  go  ahead, 
without  other  instructions. 

O.  Was  any  indication  given  to  you 

A.  xAbsolutely  none,  of  any  kind  or  description,  as  to  what 
I  was  to  do,  except  that  the  Company's  facilities  were  open 
for  my  inspection  and  acquaintance  in  any  way  that  I  saw  fit 
to  go  about  it.  I  was  assigned  an  office  in  the  building  and 
told  that  I  might  have  anything  that  I  asked  for,  any  facilities 
which  I  desired.  I  asked  first  for  the  records  in  a  case 
similar  to  this,  the  Camden  Case,  in  order  that  I  might  get  an 
idea,  a  general  idea,  of  what  the  telephone  company  regarded 
as  a  rate  case  and  what  was  involved.  I  then  took  three  or 
four  days,  with  Trenton  as  my  base  of  operations,  to  make  a 
cursory  study  of  the  telephone  plant — obviously  very  super- 
ficial— and  b}^  plant  I  include  its  business  equipment  and 
methods  of  doing  business.  Due  to  my  many  years'  relations 
with  kindred  subjects,  I  was  somewhat  familiar  with  the 
problem,  but  of  the  details  of  what  entered  into  a  telephone 
plant  I  was  generally  ignorant.  I  selected  Trenton  and  the 
vicinity  because  I  wanted  to  go  there,  and  because  it  was 
under  the  same  management,  exactly,  as  the  property  in 
Pennsylvania  which  was  to  be  under  investigation,  the  same 
methods  followed,  and  I  was  able  to  see  a  pretty  good  sized 
exchange  and  the  methods  of  handling  the  work  there  and 
in  the  immediate  vicinity,  in  communities  of  dififerent  kinds, 
having  different  types  of  installation,  such  as  Princeton,  with 
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its  very,  very  high  grade  of  installation,  and  other  communities 
nearby,  smaller  and  with  less  elaborateness. 

O.  Pardon  me  for  interrupting  you  for  a  minute,  but. 
while  you  were  engaged  with  the  Niagara  &  Lockport  Com- 
pany, did  your  duties  bring  you  into  relationship  with  the 
Public  Service  Commission  for  the  Second  District  of  New 
York  ? 

A.  Constantlv,  not  only  as  representing  the  Company.  l)ut 
under  appointment  by  them  on  various  committees  which  they 
were  in  the  habit  of  appointing. 

Q.  Appointed  by  whom, — by  the  Commission? 

A.  By  the  Commission.  Whenever,  in  the  early  days  of 
that  Commission — and  I  think  it  is  still  followed  considerably 
— whenever  anv  general  question  was  up  for  consideration. 
such,  for  instance,  as  the  manner  of  handling  and  reading 
meters,  such  as  numbering  poles,  and  all  sorts  of  questions, 
they  were  in  the  habit  of  calling  what  they  termed  a  confer- 
ence of  the  interests  involved,  and  they  then  generally  ap- 
pointed Avhat  was  termed  a  joint  committee,  consisting  of 
employes  and  members  representing  the  companies.  Those 
members  v.'ere  generally  suggested  to  the  chairman  by  the 
corporations,  and  the  individuals  acted  individually,  never  as 
representing  the  corporation,  and  always  without  pay. 

Q.  Did  any  of  your  work  in  that  connection  cover  the 
matter  of  accounting  for  power  companies? 

A.  Only  as  adviser.  Through  being  a  meml)er  of  the 
Executive  Committee  of  the  Empire  State  Gas  6c  Electric 
Association.  I  advised  considerably  on  the  methods  of  account- 
ing, which  were  dealt  with  in  detail  by  a  committee  on  that 
suiiject.  a  ioint  committee  such  as  I  have  described  ;  but  1 
was  not  a  member  of  the  joint  committee  on  accounting. 

O.  Now  will  you  kindly  resume  your  statement  of  wliat 
you  did  after  having  been  engaged  in  this  case.  I  think  we 
left  you  in  Princeton  and  smaller  places  around  Trenton. 

A.  Returning  from  that  visit  to  Philadelphia,  in  a  dis- 
cussion with  ]\Ir.  Swayze  and  Mr.  Marye  and  others,  ^\v. 
Swayze  gave  me  a  memorandum  as  to  the  general  subjects 
which  he  would  like  me  to  cover  particularly  in  the  considera- 
tion of  this  case:  first,  count  of  property,  inventory;  second. 
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unit  costs;  third,  contingencies  and  omissions;  fourth,  ap- 
praisal; fifth,  right-of-way;  sixth,  real  estate. 

I  iinmediately  beqan  a  study  of  the  work  which  had  been 
done  Ijy  the  Company  and  presented  to  the  Commission,  prin- 
ci]iallv  summarized  in  Exhibits  A  and  B.  I  was  given  every 
facility,  without  restriction  of  any  kind,  and  largely  without 
suggestion.  I  had  every  possible  co-operation  from  the  begin- 
ning- to  the  end  of  my  study. 

My  first  step  was  to  take  up  the  study  of  the  count  of 
the  property,  which  included  the  preparations  for  the  field 
work,  the  results  of  the  field  work  as  they  came  into  the 
general  otlice,  the.  checking",  summarizing",  and  compiling  of 
the  field  work,  which  may  fairly,  I  think,  be  generally  ex- 
pressed as  the  inventory  in  itself.  Incident  to  that,  there 
naturall}-  followed  a  consideration  of  the  care  with  which  the 
work  was  done  in  all  its  various  branches, — the  probability 
of  duplications,  omissions,  and  errors  in  the  work. 

Then  I  began  to  look  into  the  question  of  unit  costs,  and 
I  found  myself  unable,  with  the  information  which  I  had,  to 
come  to  a  definite  conclusion,  to  make  an  authoritative  state- 
ment, as  to  the  unit  costs  employed ;  not  that  I  cjuestioned 
them  in  the  slightest  degree,  but  that  I  was  not  sufficiently 
familiar  with  telephone  work  to  permit  me  to  have  a  knowl- 
edge of  them. 

I  reported  that  my  study  of  the  count  of  the  property, 
and  all  the  phases  of  the  inventory,  was  absolutely  satis- 
factory to  me,  and  I  accepted  them  without  hesitancy.  It 
was  a  splendid  piece  of  work.  In  accepting  them,  however — 
and  without  any  reflection  on  the  unit  costs  used,  which  seem 
to  me  to  have  been  developed  in  a  logical  way,  with  great 
good  judgment  and  intelligence — I  felt  that  I  could  not  ex- 
press an  authoritative  view,  and  I  was  requested  to  take  such 
steps  as,  in  my  judgment,  would  enable  me  to  pass  upon  the 
appraisal.  It  would  seem  to  me  well  to  discuss,  perhaps,  the 
conditions  of  the  inventory  and  its  various  steps,  which  led 
me  to  accept  it,  before  taking  up  the  rest  of  the  question. 

Q.  Yes,  direct  yourself  to  what  you  did  in  satisfying 
yourself  as  to  the  acceptability  of  the  count  and  measurement; 
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or,  in  other  words,  the  inventory  as,  I  take  it.  it  appears  in 
Exhibit  A  in  this  case. 

A.  Yes;  I  think  A  is  the  one  which  is  the  conihincd  in- 
ventory of  all  the  properties  in   I'ennsylvania? 

O.  Yes.  sir. 

A.  I  went  over  in  g^reat  detail  the  metliods  adopted  in 
preparing-  the  blanks  used  in  making-  the  field  count.  I  think 
it  woukl  be  appreciated  that,  in  making-  a  count  of  something- 
hke,  if  I  remember,  twelve  milhons  of,  units  in  a  reasonable 
time,  the  preparation  for  it  is  almost  as  important  as  the 
field  work  itself,  because  it  is  through  the  blanks  used  in  the 
field  that  the  sugg'estions  are  made  \\hich  will  avoid  duplica- 
tion and  omissions.  Of  course,  those  blanks  varied  with  each 
of  the  various  plant  counts,  as  listed  more  conveniently  for 
summary  in  Exhibit  B,  as  a  still  fiu^ther  summary  of  the 
items  in  Exhiliit  A.  I  then  made  an  inspection  of  a  con- 
siderable number  of  the  reports  from  the  field,  the  originals 
from  each  of  the  various  grand  divisions  of  the  Company,  for 
the  piirpose  of  forming'  an  idea  as  to  the  care,  g-enerally  and 
locally,  with  which  the  very  full  instructions — which  I  believe 
are  on  file  here — were  carried  out.  In  doing-  that,  taking  up 
one  of  the  jilant  counts  after  another,  it  was  interesting  to 
find  that  I  instinctively  formed  a  judgment  as  to  the  accuracy 
of  the  work  as  a  whole.  I  say  judgment,  for  there  is  no 
])os>il!le  way  of  proving  the  accuracy  of  such  a  thing.  It  can 
only  be  ganged  as  compared  v.-ith  your  own  experience  in 
similar  work,  under  more  or  less  similar  conditions.  But 
when  I  got  through  with  the  study  of  each  one  of  those  plant 
tmits,  I  was  not  in  the  slightest  doubt,  in  my  own  mind,  as  to 
the  degree  of  accuracy  that  was  to  be  found,  and  as  to  where 
the  errors  might  be  looked  for,  and  I  was  pretty  generally  able 
to  find,  even  in  a  cursory  examination  of  the  field  work,  errors 
of  the  type  I  expected  to  find.  Those  T  would  rather  describe 
later  a  little  more  in  detail. 

Then  came  the  manner  of  checking  the  work,  summariz- 
ing it,  tabulating  it,  and  forming  the  total  as  an  inventory. 

The  first  count  is  "Land."  The  testimony  on  "Land" 
before  the  Commission  seemed  to  me  so  complete,  so  exactly 
in  accordance  with  the  only  efficient  method  of  determining 
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■'Land,"  that  there  seemed  very  little  for  me  to  do  toward 
checking  the  count,  other  than  the  Company's  records  and 
titles,  which  T  did  not  undertake. 

As  to  "I'.uildings."  the  same  is  true.  I  have  no  sug- 
gestion to  make  as  to  rendering  the  count  more  complete,  or 
as  to  a  fairer  hasis  for  determining  either  the  quantity,  or 
the  size,  or  the  value  of  the  huildings.  It  is  the  method  fol- 
lowed in  all  large  considerations  involving  land  and  buildings, 
with  which  I  am  familiar,  and  it  is  required  in  order  to  carry 
out  the  counting  in  Interstate  Commerce  Commission  matters.. 
There  seemed  to  be  no  occasion  for  the  consideration  of  any 
omission  in  the  lands,  other  than  that  found  after  the  pres- 
entation of  Exhibits  A  and  Lj.  which  amounted  to  a  small 
parcel  valued  at  $2,184,  and  which  I  included  as  a  sum  of 
money.  It  is  so  small  as  not  to  be  susceptible  of  statement 
as  a  percentage.  "Buildings''  I  went  over  pretty  carefully  and 
I  found  no  criticism  as  to  the  valuation  of  the  general  build- 
ing structure,  but  ni}-  own  experience,  and  I  think  the  uni- 
versal experience,  is  that,  whenever  you  are  finishing  a  build- 
ing under  a  contract,  after  your  contractor  has  finished,  left 
and  been  paid,  you  still  find  a  little  work  to  do.  I  found 
no  provision  for  that  little  work,  the  small  amounts  of  things, 
a  few  nails  here  and  a  few  things  there,  but  which  in  mv  ex- 
perience has  amounted  to  about  1%  on  the  cost  of  the 
building,  and  that  I  included  as  what  I  regarded  as  a  proper 
omission  in  the  values  of  the  buildings.     It  made  $43,300. 

By  CoM^nssioxER  Pexxypacker  : — 

O.  What  is  that  1%  for? 

A.  Nails,  tacks,  another  door,  new  latches  on  the  doors, 
lighting  fixtures  in  a  different  place  from  where  originally 
intended,  in  order  to  serve  the  i)urpose — a  multitude  of  such 
little  petty  things.  In  a  house  it  would  be  some  new  shelves 
in  a  closet  and  some  new  hooks,  etc. 

Bv  ]\1r.  M.\rve: — 

O.  Is  that  your  experience? 

A.  That  has  been  my  experience. 

O.  In  the  construction  of  buildings? 
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A.  In  building"  not  only  residences,  but  power  plants  and 
warehouses  and  all  sorts  of  things.  I  never  yet  finished  a 
contract,  or  had  a  contract  hnished  for  me,  but  what  there 
were  some  further  expenditures,  and  they  amount  very  closely 
to  1%. 

"Central  Office  Equipment"  is  the  next  item  on  the  list. 
It  is  a  very  large  sum  of  money,  and  it  is  purely  a  specialty ; 
something  which  I  certainl\-  did  not  know  how  to  deal  w'ith, 
with  my  experience,  and  I  found  that  in  the  organization 
itself  Central  Office  Equipment  was  regarded  as  a  separate 
work,  almost  entirely  under  the  design  and  control  of  the 
Engineering  Department,  and  that,  in  making  preparation  for 
the  field  count,  the  forms  had  been  made  by  the  experts  in  the 
Engineering  Department  constantly  dealing  with  switchboards, 
and  a  most  elaborate  set  of  blanks  prepared,  on  sheets  listing 
almost  every  known  item  of  general  use  in  switchboards,  and, 
in  addition  to  that,  several  pages  with  blanks  left  for  special 
items  applicable  to  individual  switchboards,  but  not  of  general 
use.  I  went  over  a  good  many  of  these.  I  found  that  great 
care  had  been  taken,  in  the  study,  in  their  preliminary  applica- 
tion, and  before  their  issuance  for  general  use  in  the  field.  The 
count  was  an  actual  count  of  every  board,  made  in  its  loca- 
tion, made  either  by  the  men  who  were  in  charge  of  that 
installation,  or  in  general  charge  of  a  number  of  such  general 
installations — specialists.  Tlie  pricing  of  the  unit  values  was 
made  by  the  application  of  the  standard  \\'estern  Electric 
prices,  which  the  Companv  pays  for  the  items  which  it  pur- 
chases on  its  account.  I  accepted  the  count,  subject  to  an 
omission  of  ^%,  as  covering  a  very  minimum,  to-be- 
expected  omission  in  the  count  of  what  you  see.  regard- 
less of  what  you  know  to  exist,  of  millions  of  articles,  indi- 
vidual items,  and  particularly  on  account  of  a  considerable 
amount  of  what  is  really  more  furniture  than  anything  else, 
that  is  found  in  every  central  office,  every  building,  and  as  to 
which  it  did  not  seem  to  me  sufficient  care  had  been  taken  in 
making  the  count.  The  items  in  themselves  are  hardly  worth 
it,  they  are  so  small.  I  applied,  as  my  figure  of  omissions  in 
"Central  Office  Equipment.''  ^%,  which  makes  a  sum  of 
$34,700. 
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Tilt'  iicxl  ilcm  is  "Siil)-Liccnsce  Central  Office  Equip- 
incnl."  'riial  was  a  small  amount  of  material  owned  by  the 
corporations  iit  I \  iins\  Ivania.  but  leased  or  in  some  other  way 
in  the  posse^si(n)  of  companies  operating  under  license  from 
tlicm,  thcv  owiiiiii^-  this  small  amount  of  equipment.  No  count 
was  made  of  it — it  amounts  to  less  than  $8,000 — and  both  as 
to  the  quantity  and  value  the  auditor's  books  were  accepted. 

The  next  ilcm  is  "Station  Apparatus,"  which  consists  of 
the  apparatus  and  associated  material  used  in  the  subscriber's 
])remises,  withoiit  re<;ard  to  the  cost  of  its  installation.  Those 
are  pretty  good  records.  The  list  is  taken  from  the  auditor's 
revenue — I  do  not  know  exactly  what  the  expression  is. 

O.  "Subscri1)ers' "Account ;"  is  that  it? 

A.  Yes,  an  account  of  subscribers,  on  which  he  renders 
his  monthly  bills,  and  which  list  I  found  also  contained  the 
non-revcime  producin.^-  instruments,  those  in  the  possession  of 
the  C"oni]nin\-  itself,  for  its  own  purposes,  etc.  My  experience 
has  been  that,  in  handling  large  amounts  of  material  during 
construction,  there  is  a  large  amount  of  material  lost,  broken. 
destroyed  in  one  wa\'  and  another,  and  that  the  smaller  the 
units  and  the  greater  their  number,  the  more  likely  is  it  that 
material  will  disappear  during  a  period  of  construction.  In 
taking  broadly  the  construction  of  a  property,  I  have  been  in 
the  habit  of  alw  ays  adding  to  the  bills  of  material  accompany- 
ing each  item  constructed,  5%  for  what  might  be  called  "lost 
and  strayed"  material. 

Rv  THE  CiiAiKMAN  (Commissioner  Wallace)  : — 

Q.  Do  you  not  think  that  was  figured  in  in  the  buildings 
and  materials  and  matters  of  that  kind,  in  the  original  cost, 
without  adding  any  5%  to  it  at  this  time? 

-A.   Yes,  sir;  1  have  not  done  so. 

O.  You  have  not? 

A.  Xo.  1  todk  1%  of  the  "Buildings"  and  >4%  of  the 
"Central  CJttice  lu|uii:mcnt,"  but  I  said  in  an  ordinary  prop- 
erty, when  1  was  taking  a  bill  of  material,  where  the  company 
itself  was  doing  the  construction  work — I  perhaps  did  not  use 
that   expression — I    add    S^/o    for   "lost   or    strayed"   material 
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That   is   a   crude   expression,   but   it    includes   lost   or   broken 
material — 

l',\    I'oM  A!  ISSIONEK    1 'k  N  N  VI'ACKER  : 

O.  You  did  not  find  anything  _yoursclf  that  had  been  lost, 
dill  \ou  ?  \'ou  did  not  go  over  the  material  or  over  the  prop- 
erty and  (hscover  that  an^'tliing  had  l)een  lost? 

A.  No. 

O.   Vou  are  now  testifying  as  to  your  experience? 

A.  I  am  testifying  as  to  my  judgment  of  the  possible 
accurac}-  with  which  a  count  ma}-  he  made,  and  I  say  in  con- 
struction itself  you  cannot  provide  f(ir  loss  and  unexpected 
uses  of  material. 

Q.  Do  I  understand  that  you  have  made  an  examination 
of  the  books  of  the  I'.ell  Tele])hone  Company? 

A.  No,  sir. 

O.  Not  at  all? 

A.  Not  at  all. 

(}.  You  have  l)een  examining  tlie  schedules  tliat  thev  have 
furnished  ? 

A.  Yes,  sir. 

O.  .\nd  the  testimon}-  lliat  has  been  presented  to  the 
Commission,  and  you  have  taken  their  figures  and  reached  a 
result  which,  on  your  judgment,  means  that  to  these  items 
there  should  be  an  addition  of  from  1%  or  j/2%  up  to  5%? 

A.   I  go  even  up  to  25%  on  some  counts. 

O.  For  possible  losses? 

A.   Undoubted  losses. 

O.  Oh.  no:  you  say  uu(l(jnl)tcd,  biil  \()u  do  not  mean  tliat 
}Ou  know    of  anything  tliat  has  been   U)st  ? 

A.  I  know  that  it  is  inii)ossible  that  a  count  should  lie 
made  without  omitting  something.  No  one  ever  yet  has  made 
a  count  of  twelve  million  items  and  seen  twelve  million  items 
and  counted  twelve  million  items,  without  there  having  existed 
a  certain  reasonable  amount  of  other — 

O.  This  is  a  criticisui  of  the  accuracy  of  the  human  mind  : 
that  is  what  you  are  giving  us  now.  is  it  not? 

A.  Not  necessarily.  Tt  is  a  criticism  of  that,  but  it  is 
something  more  than  that.     If  vou  have  fiftv  odd  millions  of 
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brii^ht  silver  dollars  scattered  over  the  State  of  Pennsylvania, 
the  problem  would  be  to  pick  them  up. 

O.  Does  any  such  problem  as  that  arise  here? 

A.  Yes,  sir,  exactly  that  problem  ;  precisely  that  problem. 
'JMiere  are  some  of  those  items  that  you  are  going  to  fail  to 
include. 

y.   I  confess  I  do  not  understand  you. 

A.  J  have  never  yet  known  a  count  of  property  to  include 
everything,  and  I  do  not  believe  it  is  possible  for  one  to  be 
made.  1  would  never  accept  anybody's  inventory,  my  own 
or  anybody  else's,  unless  I  could  find  signs  of  opportunity  for 
duplication. 

Q.  Did  it  occur  to  you  that  possibly  these  contractors,  or 
the  people  representing  the  Bell  Telephone  Company,  had 
made  the  allowances  that  you  are  now  making? 

A.  They  did  not  make  any  such  allowances. 

O.  I  do  not  understand  exactly  how  you  can  say  that. 
1  low  do  you  know  whether  the  contractor  made  an  allowance 
for  possible  losses  of  materials  and  what  not? 

A.  There  was  no  contractor,  except  for  the  buildings,  so 
far  as  1  have  gone. 

Q.  I  thought  you  were  telling  us  about  buildings? 

A.  I  say,  except  for  buildings.  Now  in  arriving  at  the 
1%  for  "Buildings,"  you  have  the  conditions  under  which 
these  contractors  were  asked  to  express  the  cost  of  reproduc- 
tion of  a  building.  There  was  nothing  in  that  to  indicate  any- 
where that  the  contractor  had  provided  for  the  expenditure  of 
further  sums  of  money  after  he  had  completed  his  contract.  I 
think  the  testimony  is  perfectly  clear  in  that  respect. 

Q.  At  all  events,  I  am  right  in  understanding  that  what 
you  are  now  telling  us  is  your  judgment,  based  on  an  exami- 
nation of  these  reports  and  papers  and  schedules  that  have 
been  prepared,  and  the  testimony  that  has  been  given? 

A.  Yes,  and  apportioning  to  each  of  the  items  wdiat  ap- 
pears to  me  as  its  proper  degree  of  omissions.  I  was  speak- 
ing of  "Station  Apparatus."  To  that  item,  on  account  of  the 
nature  of  the  equipment  during  such  a  period  of  construction, 
I  added  10%,  which,  in  the  case  of  that  item,  involved  $230,- 
*^00.    Two  years  after  I  had  completed  the  Niagara,  Lockport 
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t\:  Ontario  Power  Company.  I  was  still  finding-  material — -a 
carload  of  tile,  a  reel  of  aluminum  cable — I  do  not  know  how 
to  describe  the  multitude  of  items  which  disappeared  during 
the  construction  period,  and  for  which  payment  must  be  made 
and  which  must  be  allowed  for,  and  which  cannot  appear  in 
any  other  way  than  as  a  contingency  and  omission. 

"Installations" :  the  number  of  installations  was  obtained 
in  the  same  manner  as  the  station  apparatus.  It  consists  of  the 
associate  materials,  of  small  individual  value,  but,  neverthe- 
less, in  the  aggregate,  with  the  large  number  of  installations, 
a  large  sum  of  money.  In  that  instance,  the  habit  of  the  Com- 
pany, on  disconnecting  a  telephone,  is  to  write  off  against 
depreciation  the  entire  installation,  including  all  its  labor  and 
all  material,  and  when  a  new  installation  is  made  it  writes  it 
on,  in  so  far  as  it  is  available.  In  the  meantime  there  is  a 
large  amount  of  material,  the  property  of  the  Company,  wdiich 
is  written  off  the  books,  but  which  remains  the  property  of 
the  Company  and  is  useful  as  the  property  of  the  Company, 
but  which  experience  has  shown  it  is  better  to  leave  where  it 
is  than  to  remove  it  pending  a  further  usage  of  telephones. 

By  Mr.  Marve:— 

Q.  You  mean  by  that  the  wiring  on  the  premises  of  a 
subscriber,  in  his  place  of  business  or  his  residence? 

A.  Yes. 

Q.  When  the  Company  disconnects  subscribers  ceasing  to 
take  a  telephone,  they  disconnect  the  instrument,  but  leave  the 
wiring  in  his  house? 

A.  They  simply  take  out  the  portable  part  of  it.  The 
money  involved  in  that  account  is  $1,188,079.  Taking  into 
account  the  number  of  disconnections  as  compared  with  items 
written  on,  it  seemed  to  me  that  a  reasonable  allowance  of 
the  omission  of  those  items  which  have  been  written  oft'  but 
still  remain  the  property  of  the  Comjiany  was  2?fc,  and  that 
is  the  amount  which  I  included. 

O.  Did  you  make  an\-  investigation  to  find  out  what  was 
tlie  experience  of  the  Company  in  its  ability  to  re-use  the  wir- 
ing that  they  had  thus  left  on  the  premises  of  subscribers? 

A.  Only  in  a  general  way.     I  made  no  specific  studv  of 
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the  (lueslion.  The  general  knowledge  of  the  way  in  which  it 
was  handled  seemed  to  me  sufficient.  That  made  the  allow- 
ance on  that  item  $297,000,  for  the  omission  of  materials 
which  were  still  the  property  of  the  Company,  but  written  off 
its  books.  After  that,  I  believe,  Mr.  Gillette,  who  made  a 
further  investigation — and  perhaps  it  was  that  which  you  had 
i,,  mind— testified  to  substantially  that  amount,  which  he  found 
to  be  the  actual  case. 

(  ).  J  recall  that  Mr.  (iillette  testified  that  he  made  a  spe- 
cial examination. 

A.   I  did  not. 

The  'Tnterior  Block  Wires"  are  those  wires  which  gen- 
erally connect  the  street  system  with  the  individual  telephone 
user's  residence  or  business  location,  and  that  is  determined 
in  substantially  the  same  manner,  written  ofT  its  books  in  sub- 
stantially the  same  way,  and  is,  therefore,  open  to  precisely 
the  same  quantity  of  material  still  the  property  of  the  Com- 
pany, but  not  on  its  books.  Therefore,  25%  on  that  item  is 
$59,400. 

The  next  item  in  the  plant  count  is  the  "Private  Branch 
Exchanges."  These  differ  all  the  way  from  a  little  two-  or 
three-way  switch  box  to  central  office  equipment.  They  are 
treated  in  precisely  the  same  way  as  the  "Central  Office  Equip- 
ment," so  far  as  the  inventory  is  concerned,  and  should  be 
subject,  probably,  by  reason  of  their  not  being  located  on  the 
Company's  property,  to  a  somewhat  higher  degree  of  omis- 
sions and  contingencies,  lint  T  have  used  the  same  figure, 
because  apparently  the  same  degree  of  care  was  exercised  in 
their  count.     That  involved  the  large  sum  of  $7,200. 

"Booths  and  Special  Fittings,"  and  "Sub-Licensee  Station 
Apparatus,"  are  two  very  small  accounts.  The  c[uaptities  were 
not  counted,  but  were  taken  from  the  auditor's  books,  and 
substantially  the  auditor's  values  placed  upon  them — the  reg- 
ular accounting  amount.     The  amount  involved  is  verv  small. 

Next  comes  the  question  of  "Pole  Lines,"  which  is  per- 
haps, although  one  of  the  items  of  largest  value  on  the  list,  the 
most  difficult  of  all  to  deal  with. 
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By  Commissioner  Pennvpacker: — 

Q.  What  is  that  item? 

A.  Pole  hnes  all  over  the  State.  The  Company's  office 
records  of  its  lines  were  not  complete.  It  had  a  certain  knowl- 
edge of  lines  which  it  had  built,  but  its  knowledge  of  the 
location  and  condition  of  all  the  lines  was  not  a  matter  of 
office  record  and,  necessarily,  an  exact  field  count  was  made. 

By  The  Chairman    (Commissioner  Wallace): — 

Q.  You  made  a  field  count,  did  you  ? 

A.  No,  sir.  I  made  no  counts  at  all.  By  reason  of  the 
study  of  the  work  which  had  been  done,  I  felt  entirely  justi- 
fied in  accepting  it,  subject  to  the  contingencies  and  omissions 
which  I  am  endeavoring  to  describe  as  I  go  along.  I  believe 
that  these  blanks  have  all  been  filed  in  the  regular  exhibits, 
but  I  think  that  it  will  be  of  interest  to  recall  the  fact  that  on 
every  pole  line  the  various  information  necessarv  was  brought 
in  on  a  sheet  for  each  20  poles,  and  the  character  of  each  pole 
was  investigated,  as  to  its  size,  height,  age,  and  condition,  and 
all  the  correlated  information  in  regard  to  guying,  crossarms, 
and  various  attachments,  was  incorporated  on  that  sheet,  in- 
cluding the  kind  and  quantities  of  wire  in  the  span,  and  the 
spans  were  measured,  tabulated,  and  summarized  on  the  back, 
in  the  field. 

r.v  Commissioner  Pennypacker: — 

O.  Those  are  the  blanks  that  they  require  to  be  filled  up 
when  the  report  is  made,  are  they  ? 

A.  ^"es,  they  are. 

Jjv  Commissioner  Brecht  : — 

O.  What  time  is  allowed  in  making  that  report,  in  mak- 
ing the  counts? 

A.  The  actual  count  in  the  field  after  the  blanks  were 
out? 

Q.  Yes. 

A.  My  recollection  is  that  it  was  six  or  eight  weeks.  It 
has  to  be  done,  because  there  is  so  much  going  on  that  it 
would  be  a  very  difficult  thing  to  account   for  it  afterward. 
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The  i)r()blcni  of  counting  is  a  serious  one  through  a  large 
territory.  Under  the  instructions,  and  by  reason  of  the  fornt 
of  the  blanks,  you  can  only  count  that  which  you  see.  Every 
effort  was  made  to  count  what  there  was,  and  most  carefu' 
provisions  made  against  the  duplication  of  the  count  in  any 
particular,  and  I  gave  a  great  deal  of  attention  to  the  con- 
sideration of  that  phase  of  the  count. 

Bv  Mr.  Marve:— 

Q.  To  wit,  the  duplication,  or  the  possibility  of  duplica- 
tion ? 

A.  The  possibility  of  duplication  in  this  field  work,  for 
from  experience  I  know  how  hard  it  is,  both  to  count  all  there 
is  and  to  avoid  counting  it  twice.  In  each  grand  division  a 
map  was  prepared  and  that  map  laid  off  into  w^orking  dis- 
tricts, to  which  an  inspector  was  assigned,  and  he  w^as  ex- 
pected to  count  everything  in  the  aerial  property  of  the  Com- 
pany in  that  working  section.  The  maps  were  then  cut  in 
the  form  of  these  working  sections  and  attached  to  the  tield 
count  of  the  poles,  and  by  poles  I  mean  to  include  the  pole 
equipment.  When  the  field  count  of  a  working  section  was 
completed,  it  was  returned  to  Philadelphia  and  there  must 
form  part  of  what  would  become  a  puzzle  picture  of  that  gen- 
eral district,  and  in  no  place,  particular,  or  way,  was  I  able  to 
discover  how  a  duplication  could  occur.  I  myself  went  over 
the  field  count  in  a  great  many  instances,  where  I  thought  I 
had  discovered  an  omission,  or  where  I  thought  I  had  dis- 
covered a  possibility  of  duplication,  and  in  every  instance  I 
found  that,  in  so  far  as  duplication  was  concerned,  the  ex- 
])lanation  lay  in  the  study  of  the  contiguous  working  section, 
and  that  it  was  carefully  noted.  I  did  find  one  place  where 
I  thought  the  Company  had  included  something  that  did  not 
belong  to  it.  because,  in  the  preparation  of  the  field  maps,  it 
had,  by  the  color  used  in  the  lines,  indicated  that  it  belonged 
to  a  connecting  company,  whereas  it  was  counted  in  the  field 
count.  It  resulted  in  finding,  on  investigation,  that  the  prop- 
erty had  been  built  by  the  Telephone  Company,  and  it  was  an 
error  in  their  ofifice  records  as  to  the  ownership.  I  found  no 
instance  of  duplication.     I  was  unable  to  find  a  place  where 
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duplication  could  have  occurred,  and  I  |)articularly  want  to 
-peak  of  the  care  with  which  the  joint  ownership  or  use  of 
facilities  was  investigated,  to  determine  the  proportion  owned 
by  the  Company. 

This  is  the  instance,  in  Clearfield,  that  I  just  mentioned. 
(Producing  and  exhibiting  to  Commission  working  section 
portion  of  map  above  referred  to.)  That  is  the  little  piece 
which,  by  reason  of  the  color  of  the  line  (blue),  indicated 
ownership  by  the  connecting  line,  which  I  presume  is  a 
farmers'  association  line.  Investigation  showed,  however, 
iliat,  instead  of  that  line  coming  in  to  join  the  Company's 
line,  as  indicated  in  dotted  green,  the  Company  had  built  out 
and  across  the  railroad  three  or  four  pole  lengths,  involving 
a  considerable  expenditure  for  that  special  construction,  and 
under  conditions  under  which  it  would  have  probably  been 
difficult  for  the  farmers'  line  to  get  across.  The  Telephone 
Company  had  built  it,  but.  the  general  rule  being  that  the 
farmers'  line  should  come  in  and  connect  with  theirs,  it  was 
therefore  assumed  by  the  Company  in  their  office  record  that 
that  was  so  there,  and  it  was  indicated,  therefore,  in  blue 
instead  of  dotted  green  at  that  point.  I  speak  of  it  because 
it  shows  the  great  care  with  which  the  effort  to- avoid  the 
inclusion  of  what  should-  not  have  been  included  was  under- 
taken and  carried  out.  That  is  an  example  of  the  type  of 
field  counts  and  their  summarizations,  and  that  forms  part  of 
the  puzzle  picture.  There  is  a  little  bit  of  construction  here 
— that  is  all  there  is,  just  a  little  bit,  on  that  working  sec- 
tion— which  belonged  to  the  Company. 

That  puzzle  picture  was  an  extremely  interesting  thing. 
It  formed  not  only  a  completion  rejxjrt  of  the  work,  but  was 
a  complete  check,  by  reason  of  the  numliering,  on  adjacent 
sections,  of  the  poles  and  pole  lines. 

O.  Did  you  think  of  bringing  with  you  the  map  after  it 
was  ])ieced  together,  with  these  various  sections  ? 

.\.  I  (lid  think  of  it,  sir,  but  by  mistake  I  am  afraid  it 
w'as  left  in  New  York. 

O.  You  had  one  of  those  pictures  yourself,  did  you? 

A.  It  was  sent  over  to  New  "S'ork  when  all  the  inventory 
was  sent  over  to  me  there. 
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O.  Just  the  other  day,  you  mean,  for  another  purpose? 

A.  Yes,  and  I  forgot  to  bring  it. 

(j.  Jn  other  words,  the  maps  were  cut  up  into  small, 
irregular  sections,  and  each  section  was  sent  out  to  the  respec- 
tive supervisor,  who  was  to  count  everything  in  that  section, 
and  then  he  made  his  report  and  that  came  back  to  the  office 
in  Philadelphia,  and,  after  it  got  back  there,  these  various 
sections  were  taken  and  pieced  together  to  form  the  original 
map? 

A.  To  form  the  original  map.  Here  is  a  copy  traced  off 
from  one,  to  show  the  manner  in  which  the  property  in  Pot- 
ter County  is  laid  off  into  working  sections.  You  will  see 
that  No.  7 ,  for  instance,  is  a  small  community  taken  by  itself, 
with  its  own  map.  (Exhibiting  map  sections  to  Commission. ) 
This  is  No.  1.  I  am  not  familiar  with  Potter  County,  but  I 
assume  that  the  rest  of  it  is  very  rural  in  character.  You  can 
see  that,  at  the  end  of  every  line,  there  is  a  pole  number,  and 
at  its  beginning".  It  stops  at  No.  31,  or  some  number,  and 
the  next  one  must  match  up  to  that,  or  else  be  investigated. 
When  it  came  to  poles  jointly  used  by  The  Bell  Telephone 
Company  of  Pennsylvania  with  other  corporations,  they  did 
not  rest  with  their  own  records,  but  checked  those  records 
with  the  corporations  involved  in  the  joint  use,  and  went  to 
great  extremes  in  arriving-  at  the  absolute  owaiership  of  the 
proportion. 

The  count  of  "'Aerial  Wire"  was  done  at  the  same  time, 
in  the  same  manner.  There  was  no  opportunity  for  duplica- 
tion under  the  method  employed.  There  is  a  continual  and 
large  opportunity  for  omissions.  I  placed  'that  in  my  mind  as 
1%  of  the  poles  and.  following  my  experience  as  to  loss  of 
material,  which  includes  wire  loss  in  the  sag  and  in  making 
joints  and  in  tie  wire  and  that  sort  of  thing,  I  included  5% 
for  the  omission  in  respect  to  that  material.  The  two  made 
an  item  for  "Pole  Lines"  and  "Aerial  Wire''  amounting  to 
$14,907,875,  on  which  the  omission  item,  based  as  I  have  ex- 
pressed it,  was  $521,800. 

O.  In  that  connection,  what  has  been  your  personal  ex- 
perience in  operating  pole  line  distribution  companies,  in  the 
matter  of  the  omission  or  loss  of  poles? 
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A.  You  mean  loss  of  poles  themselves? 

O.  Yes,  sir. 

A.  About  y/c.  They  are  lost  in  a  good  many  ways:  by 
breakage,  by  being  thrown  off  a  w^agon ;  by  finding  that  you 
have  a  long  pole  where  you  ought  to  have  a  short  pole,  and 
you  cannot  afford  to  wait,  so  you  cut  it  down,  because  your 
line  must  be  graded;  poles  lost  in  swamps;  poles  lost  in  a 
multitude  of  ways. 

O.  Have  you  ever  lost  as  much  as  a  whole  carload  of 
i-oles  ? 

A.  I  have  lost  a  great  many.  1  have  had  a  good  many 
carloads  of  poles  burned  up.  it  must  ))e  realized  that,  in  this 
appraisal,  had  this  been  under  contract,  that  w^ould  have  been 
the  contractor's  loss.  Here  it  is  done  on  the  Company's 
account,  and  is  the  Company's  loss. 

■"Aerial  Cable"  is  the  next  count.  By  reason  of  its  greater 
value  and  smaller  quantity,  and  the  almost  perfect  record  of 
it  existing,  1  included  only  1%  as  an  omission,  which  involved 
S42,0CO.  out  of  over  $4,000,000,  because  of  the  losses  inherent 
in  the  work,  in  making  splices  and  in  sag,  turning  corners, 
and  all  sorts  of  ways.  My  experience  is  that,  in  handling 
wire,  aside  from  losses,  there  is  about  1%  which  I  have  gen- 
erally expressed  as  waste,  although  by  that  I  do  not  mean 
waste  except  as  in  excess  of  the  straight  line  measurements. 

Q.  Is  that  the  common  experience  of  engineers  construct- 
ing and  operating  such  properties  ? 

A.  (Generally  niore  than  that,  where  the  value  of  the  wire 
is  small,  but  my  exp^erience  has  been  in  the  handling  of  very 
large  cables,  of  v^ry  great  value  per  inch,  so  that  it  is  com- 
parable with  the  loss  which  would  be  expected  with  aerial 
cable. 

Q.  You  mean  that  your  experience  in  the  character  of 
wires  used  for  the  transmission  of  power  at  a  high  potential 
is  more  nearly  comparable  to  a  telephone  cable  than  it  is  to 
a  telephone  distribution  wire,  open  wire? 

A.  Yes.  You  see,  our  wires  were  over  an  inch  in  diam- 
eter a  good  deal,  and  of  aluminum  or  copper,  and  their  value 
per  foot  was  considerable ;  and  yet,  two  years  after  the  work, 
you   fi-'-d    reels   of   cable — hypothecated,    I   have   alwavs    sup- 
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posed,  hut  they  could  not  get  away  with  it.  The  day  hefore 
we  were  oi)ening  n\)  our  Syracuse  Hne — the  night  before  it 
was  known  tliat  we  would  put  in  the  current — they  took 
down  two  miles  of  the  cable  and  w-ent  off  with  it.  I  do  not 
know  where  to  put  that  except  as  a  loss  and  waste  of  mate- 
rial, and  I  know  that  telephone  cable  is  stolen  in  the  same 
way,  and  for  the  same  reason — the  value  of  the  material  in 
it.     That  is  waste. 

O.  Do  you  mean  to  say  that  somebody  went  and  cut  out 
two  miles  of  your  transmission  line  up  at  Syracuse? 

A.  "^'es,  sir,  the  night  before  we  were  to  put  the  current 
on.  That  was  only  one  instance.  I  have  had  it  happen  twenty 
times  during  the  construction  of  that  property,  so  that  it  led 
\o  our  always  building  away  from  the  source  of  power  and 
leaving  the  last  stretch  to  be  connected  in  before  the  men 
uent  home  whenever  we  could,  but  that  was  not  always  pos- 
sible. 

By  Commissioner  John.sox  : — 

O.  Do  you  mind  saying  where  that  happened? 

A.  In  a  stretch  of  cable  running  almost  out  of  the  village 
of  Fairport,  which  is  about  ten  miles  southeast  of  Rochester. 

Bv  ;Mr.  ]\Iarve: — 

O.  In  the  State  of  New  York? 

A.  Yes. 

O.  When  did  that  happen,  what  year? 

A.  I  think  it  was  1907.  The  thefts  of  material  in  our 
telephone  system — w^e  had  our  own  telephone  system — around 
from  the  city  of  Lockport  to  the  city  of  Lackawanna,  w^ere  so 
great  that  we  now,  in  place  of  copper,  always  put  up  iron 
wire,  because  we  could  not  keep  copper  in  use.  I  do  not 
know  how  you  are  going  to  arrive  at  that  kind  of  a  loss  except 
by  experience,  and,  in  the  construction  of  some  thousand  miles 
of  line,  my  experience  is  about  1%. 

By  Commissioner  Brecht  : — 

Q.  Is  that  sort  of  vandalism  as  liable  to  occur  in  the  case 
of  light  wire  as  in  the  case  of  those  wires  ? 
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A.  I  am  speaking  of  around  Buffalo.  It  was  a  telephone 
wire.  In  that  vicinity  there  were  what  was  known  as  tele- 
phone wire  thieves.  It  was  reduced  to  a  science,  almost.  W'c 
had  a  corps  of  20  or  30  detectives,  in  the  joint  employ  of  all 
the  wire-using  companies  of  Buft'alo,  under  the  head  of  an 
experienced  police  detective,  constantly  on  the  job,  trying  to 
clean  it  out.  That  is  an  omission  and  contingency,  in  my 
judgment. 

"Underground  Conduit  :"■  I  found  the  count  was  good,  and 
the  recording  and  checking  excellent,  but  there  was  no  allow- 
ance apparent  for  lost  and  wasted  material  during  the  con- 
struction, of  material  supplied  by  the  Company.  The  work  is 
done  almost  wholly  by  a  contractor.  I  added  5%,  following 
my  usual  practice,  for  material  lost  or  wasted,  and  used  in 
unexpected  ways. 

By  Commissioner  Pennypacker: — 

Q.  I  suppose  that  when  this  wire  was  cut  away,  up  in 
New  York,  you  discovered  it  somehow,  did  you  not? 

A.  When  we  turned  the  current  on,  we  discovered  that 
it  did  not  go. 

O.  And,  when  you  discovered  it,  you  made  some  kind  of 
a  record  of  it  on  the  books  ? 

A.  Yes;  the  record  consisted  of  an  order  for  more  wire. 
The  fact  appears  that  there  is  more  wire  between  Rochester 
and  Syracuse  than  there  are  feet  between  the  two  points 
That  is  the  record.  But  remember,  sir,  that  in  this  instance, 
if  you  will  permit  me,  it  is  the  measurement  from  point  to 
])oint  that  is  taken.  It  is  not  the  quantity  of  wire  which  is 
measured,  nor  is  there  an  allowance  for  lost  and  wasted 
material. 

O.  I  want  to  be  informed  about  another  matter :  I  got 
the  impression,  from  what  you  told  us  awhile  ago,  that,  while 
you  had  had  large  experience  with  utility  companies,  and  espe- 
cially with  electric  companies,  this  is  the  first  telephone  com- 
pany that  you  have  examined  ? 

A.  That  is  true. 
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r.v  Mr.  Marve:— 

O.  You  operated  a  telephone  system  of  your  own  in  con- 
nection witii  }'our  work? 

A.  Yes,  the  five  or  six  hundred  miles  of  the  telephone 
system  belonging  to  the  Niagara  &  Lockport  Company. 

Q.  That  was  your  signaling  system? 

A.  Yes,  means  of  communication ;  connected  to  every 
station  and  every  sub-station — sub-station  not  in  the  meaning 
of  the  telephone  language,  but  the  local  power  houses — and  so 
arranged  that  it  could  be  connected  into  from  the  field  at  any 
time. 

The  "Underground  Cable"  quantity  was  arrived  at  in  a 
variety  of  ways,  but  always  using  the  one  general  method,  of 
following  the  diagrams  which  exist  of  each  cable.  Its  value 
was  so  great  that  there  was  a  complete  record  of  the  cable 
itself,  and,  where  there  was  a  doubt  as  to  its  measurement, 
in  all  instances  exact  lineal  measurements  were  made  and 
allowances  made  for  curvature,  etc.,  and  such  care  was  used 
that  it  seemed  to  me  reasonable  to  add  1%.  There  is  no 
opportunity  for  duplication  in  the  materials.  There  is  an 
0])]:ortunity  for  omission,  an  omission  of  small  par:s.  That 
amounted  to  $73,000. 

''House  Cable"  is  the  next  count.  House  cables  it  is  im- 
possible to  count — they  are  not  in  sight — and  the  examination 
was  necessarily  imperfect,  as  only  that  which  was  seen  was 
counted.     I  added  25%,  which  amounts  to  $22,500. 

P)V  Commissioner  Pennypacker: — 

O.  What  was  that  percentage? 

A.  25%.  That  is  cables  which  are  introduced  into  ofiice 
buildings  and  into  houses,  and  which  are  owned  bv  the  Com- 
pany and  from  which  branches  go  to  the  different  users.  Once 
it  is  there,  you  cannot  see  it,  and  there  is  no  very  good  record 
of  it. 

"Submarine  Cable:"  there  was  a  small  amount  of  that, 
and  everybody  knew  just  where  it  was  and  what  the  lineal 
measurements  w-ere.     I  have  provided  no  omission   for  it. 

That  comes  down  to  "Right-of-way,"  and  when  I  came 
to  add  the  various  allowances  for  omissions  and  contingencies 
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which    I    have    recited    liere,    I    found    that    it    amounted    to 
$1,785,200. 

Bv  Mr.  Marve:— 

O.  Which  is  what  per  cent.? 

A.  Which  was  approximately  3.4%,  and  when  1  came  to 
add  it  up.  I  had  no  more  idea  than  anybody  in  the  world  as 
to  the  sum  that  there  was  to  be  or  the  percentage  tliat  was  t(j 
be  arrived  at. 

Bv  Commissioner  Pennvpacker  : —     . 

O.  These  are  all  matters  that  Air.  Hay  ward  overlooked? 
They  are  omissions  in  Mr.  Hayward's  figures? 

A.  These  are  all  matters  which  he  considered  in  his  con- 
tingency. 

Bv   COMMLSSIONER    I>RECHT: — 

O.  It  was  in  his  3%  allowance,  I  think? 

A.  Yes,  sir,  and  when  I  came  to  add  mine  up  apportioning 
it  over  each  of  the  plant  counts,  in  the  various  degrees  whicii 
I  have  enumerated,  and  added  it  up,  I  found  that  my  conclu- 
sion was  3.4%.  instead  of  Mr.  Hayward's  3%. 

Bv  Commissioner  Pennvc.vcker  : — 

O.   How  much  diiiference  does  that  make  in  figures? 

A.  $207,698 ;  lait  there  is  no  question  in  my  mind  as  to 
who  is  the  best  judge  of  the  accuracy  of  the  worJ<  done,  and 
\  have  unhesitatingly  accepted  Mr.  Hayward's  inventory,  in- 
clusive of  his  "Omissions  and  Contingencies."  My  purpose 
was  solely  to  satisfy  myself  as  to  the  degree  of  accuracy,  and 
to  satisfy  myself  that  he  was  right,  and  I  did  so  completely  ; 
but  Mr.  Hayward,  so  far  as  I  know,  had  not  made  a  distribu- 
tion of  that  3%,  and  I  did  not  know  how  he  had  arrived  at  it. 
I  think  it  is  an  interesting  thing  to  find  that  experience  in  an 
entirely  different  branch  of  work  should  so  confirm  the  ex- 
perience which  the  telephone  engineers  have  had.  \  have  never 
heard,  in  all  my  life,  of  an  inventory  in  which  an  aCowancc 
was  not  made  in  this  manner  for  such  items. 
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I')V  Mk.  AfARVii: — 

Q.  In  your  ])crsonal  experience,  have  you  ever  known  of 
as  small  an  allowance  as  3%? 

A.  I  have  never  used  so  small  an  allowance  before. 

r)V  Commissioner  Johnson  : — 

Q.  Have  you  ever  made  a  valuation  of  a  public  utility? 

A.  Not  in  this  way,  not  of  any  such  magnitude,  nor  for 
any  such  purpose. 

Q.  Then  you  have  had  no  occasion  to  apply  a  percentage 
for  contingencies  to  a  valuation? 

A.  Undoubtedly  I  have  to  apply  a  contingency,  an  item, 
to  explain  why  I  bought  and  used  more  material  than  my 
bills  of  material  called  for,  in  the  construction  of  a  plant. 

O.  That  was  clear  from  your  statement,  but  here  is  an 
inventory,  made  with  great  care,  in  the  preparation  of  a  phy- 
sical valuation  of  the  property,  and  a  contingency  of  3%  is 
added.  The  question  that  arises  would  be  as  to  the  adequacy 
or  inadequacy  of  that  3%.  I  do  not  see  that  your  experience 
would  enable  you  to  arrive  at  any  expert  judgment  on  the 
propriety  of  that  3%. 

A.  I  take  it  that  it  does  not  much  matter  whether  you 
are  building  a  telephone  line  or  a  telegraph  line  or  a  railroad, 
if,  in  your  construction  experience,  you  find  that,  at  the  end 
of  your  work,  you  have  used  5%  more  materials  than  are 
necessarily  provided  under  the  exact  bills  of  material  attached 
to  each  construction  used  and  ])uilt,  and  if  during  the  con- 
struction you  have  to  add  that,  then  you  cannot  count  it  after- 
wards, when  it  is  done,  and  come  anywhere  near  it. 

Q.  I  am  not  questioning  the  validity  of  your  experience, 
nor  any  deductions  you  may  make  from  your  experience,  as 
a  contractor,  but  what  is  before  us  here  is  the  result  of  a 
detailed  inventor)-  of  things  in  place. 

A.  Of  things  seen,  not  in  place,  if  you  will  permit  me. 
It  is  an  inventory  of  things  which  are  seen. 

O.  And  seen  in  place,  otherwise  they  could  not  be  seen? 

A.  But  there  are  things  in  place  which  are  not  seen — that 
is  what  I  wish  to  emphasize — and  unless  seen  thev  are  not 
counted. 
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Lv  Commissioner  Pennmwcker  : — 

O.  Is  it  not  possible  that  there  are  some  things  in  place 
that  may  have  been  seen  twice? 

A.  I  have  endeavored  to  explain  why.  under  the  careful 
preparations  made  for  the  count,  and  the  careful  checking-. 
that  the  counting  of  thing's  twice  was  impossible  and  elimi- 
nated. 

O-  I  understood  you  to  say  that  you  had  given  special 
attention  to  this  subject,  and  you  pointed  out  to  us  how  care- 
fully the  Company  had  made  that  inventory  ? 

A.  Yes,  sir. 

Q.  And  that  you  had  gone  over  it  and  you  had  not  found 
a  single  instance  of  mistake? 

A.  Oh,  no.  pardon  me;  I  did  not  tind  a  single  instance  of 
duplication. 

O.  You  went  over  those  papers  carefully,  as  you  say,  and 
you  found  no  instance  where  they  were  in  error.  Xow  I  do 
not  know  why  we  should  not  use  those  papers. 

A.  If  I  said  there  were  no  instances  where  they  were  in 
error.  I  meant  to  say  that  I  found  no  instances  where  there 
was  a  possibility  of  duplication,  and  I  meant  to  say  that  I  did 
find  places  of  error,  and,  where  I  did  find  those  errors,  I 
sought  for  the  solution  of  them,  and  the  explanation  was 
found  in  many  of  the  instances.  There  were  some  instances 
of  omission. 

O.  So  that  the  result  of  your  examination  was  that  you 
discovered  no  mistake  in  those  reports?  If  you  did  find  any 
mistake,  you  did  not  tell  us. 

A.  I  did  not  count  the  field. 

O.  T  understood  you  to  say  so. 

A.  Xo,  I  never  said  I  went  into  the  field.  I  do  not  think 
I  said  I  went  into  the  field. 

O.  Into  figures? 

A.  Into  the  field. 

O.  Oh,  I  know  you  did  not  go  into  the  field  ;  vou  examined 
the  papers. 

A.  I  examined  the  care  with  which  the  reports  were  made 
that  came  into  the  ofiice. 

Q.  You  made  an  examination  of  the  papers? 
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A.  Yes. 

().  J'jidcavorin.--  to  ascertain  whether  they  showed  error 
in  any  way  f 

A.  Yes. 

O.   And  you  found  none? 

A.    I    found  errors,  many  errors. 

O.  I  understood  you  to  testify  that  you  found  instances 
where  you  thought  that  there  was  error,  hut,  when  you  ex- 
amined them,  you  discovered  that  you  had  heen  mistaken? 

A.  And  I  found  some  instances  in  which  there  were 
errors. 

J)V  A!k.  Tkinki.e: — 

O.  Errors  of  omission,  do  1  understand  ? 

A.  Errors  of  omission;  errors  of  what  may  be  called 
coding;  each  item  has  a  separate  code  number  and  the  error 
was  in  the  wrong-  application  of  a  number. 

O.  How  could  you  discover  errors  of  omission  from  the 
papers  ? 

A.  I  could  not.  It  is  impossible  to  discover  such  errors. 
That  is  what  1  have  tried  to  make  perfectly  clear. 

O.  Then  you  did  not  discover  errors  of  omission  from 
the  papers,  and  you  did  not  make  any  examination  in  the  field 
to  discover  them? 

A.  I  found  errors — let  me  see  how  to  make  that  clear:  I 
found  indications  on  the  working  district  maps  of  the  exist- 
ence of  property  belonging  to  the  Company  which,  in  the  study 
of  the  sheets  containing  the  count,  was  not  accounted  for. 

O.  What  kind  of  property  on  the  map? 

A.  Aerial  wires,  I  am  speaking  of,  and  poles,  and  I 
showed  in  Clearfield  the  one  instance  where  there  was  an 
apparent  inclusion  of  something  which  did  not  belong  to  the 
Company,  which  I  investigated. 

r.V   CoA[MlSSIONER   PeNNVPACKER; 

O.  How  were  you  able  to  determine,  from  an  examina- 
tion of  those  reports,  that  there  were  no  duplications? 

A.  By  the  checking-  up  of  the  records  in  one  working  dis- 
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trict,  and  ascertaining  that  they  matched  up  with  the  records, 
and  were  continuous  with  the  records,  of  another. 

Bv  Mr.  Trinkle: — 

Q.  Is  that  method  infaUible? 

A.  I  should  think  so.  I  do  not  want  you  to  understand 
that  I  went  over  every  record. 

O.  Might  you  not  make  an  omission  yourself,  in  deter- 
mining whetlier  or  not  there  were  duplications,  by  that 
process? 

A.  It  would  not  be  likely  that  you  should  do  so,  in  taking 
one  bunch  of  papers  and  going  over  it  for  the  purpose  of 
determining  that  very  fact. 

Bv  Commissioner  Brecht  : — 

Q.  How  did  you  arrive  at  the  figure  of  1%  for  waste? 

A.  Purely  judgment,  sir,  based  on  my  experience  in  con- 
struction. 

O.  That  seems  to  be  the  working  rule,  of  ordinar}^  experi- 
ence ? 

A.  Not  exactly.  It  is  the  rule  of  experience,  based  on 
the  handling  of  large  amounts  of  material,  and  I  admit  that 
there  was  even  less  than  my  experience  justifies  allowed  here, 
leased  on  my  experience  of  putting  it  up — not  counting  it.  It 
is  easy  enough  to  account  for  that  which  you  use,  but  it  is  an 
awfully  hard  job  to  go  out  and  count  that  which  you  have 
used.     Do  I  make  clear  the  distinction  ? 

O.  Then,  for  instance,  in  the  aerial  wire  or  in  the  poles, 
you  applied  simply  the  1%,  or  the  3^%,  whatever  it  may  be? 

A.  No,  sir,  I  applied  the  1%  for  the  omission  of  count, 
and  5%  for  the  materials. 

Q.  Without  having  any  knowledge  of  material  that  was 
actually  wasted  ? 

A.  Based  on  my  experience  in  handling  that  type  of 
material. 

Q.  You  simply  took  the  aggregate  number  of  poles  and 
applied  your  per  cent,  of  waste? 

A.  Yes,  sir. 
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().  W  itlunil  havint,^  any  definite  knowledge  of  actual  waste 
w  hen  vou  began  ? 

A.  l^xcept  as  based  on  my  experience  in  handling  similar 
materials. 

O.  Yon  look  the  aggregate  numl)cr  of  poles,  or  the  aggre- 
gate nnml)er  of  miles  of  aerial  wire,  and  applied  a  given  per- 
centage from  your  experience? 

\.  You  take  poles  for  example;  if  you  are  using  100 
])oles,  5%  of  their  value  will  be  lost  or  wasted  in  construction. 

O.  And  you  began,  not  with  any  actual  error? 

A.  No,  sir. 

O.  P»ut  with  a  rule  as  applied  in  experience? 

A.  Yes,  sir,  experience  as  a  constructor,  in  the  use  of 
material  bought  and  accounted  for. 

O.  I  mean  in  that  particular  work,  in  that  particular  line? 

A.  Yes,  sir. 

r>v  Commissioner  Johnson: — 

O.  You  stated  that,  when  you  were  employed  to  make 
this  study,  it  was  suggested  to  you  that  you  make  a  general 
study  of  the  Bell  Telephone  Company's  property  in  Penn- 
sylvania, and  acquaint  yourself  with  the  testimony  that  had 
been  presented  to  the  Public  Service  Commission  of  Pennsyl- 
vania up  to  that  time,  and  that  you  were  subsequently  asked 
to  make  a  critical  study  of  the  inventory.  Did  you  enter  upon 
that  study  in  a  critical  mood? 

A.  I  did,  extremely  so. 

Q.  Is  it  possible  for  one  to  be  critical  of  work  which  is 
done  by  and  for  those  who  employ  him  as  a  critic? 

A.  I  have  never  found  any  difficulty. 

Q.  If  I  were  to  make  an  investigation  for  the  State  of 
Pennsylvania,  costing  the  State  some  $60,000.  and  I  were  to 
employ  you  for  $6,000  to  pass  judgment  upon  mv  work,  do 
you  think  your  judgment  would  be  critical  and  unbiased? 

A.  1  think  so.  Certainly  it  has  been  critical  enough  in 
this  situation.  I  have  only  been  discussing  inventory,  if  you 
])lease.  Professor  Johnson.  I  am  explaining  here  why,  after 
a  critical  study  of  the  manner  of  making  the  inventory,  I  was 
ready,  as  a  critic,  to  accept  it.     I  am  not  quite  through  with 
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the  plant  count.  I  am  separating  the  points  of  inventory  and 
appraisal,  you  see.  I  am  trying  to  draw  a  sharp  distinction 
between  the  two. 

By  AIr.  AIarye: — 

O.  Do  you  think  it  possible  that  any  of  the  retainer  that 
vou  have  received,  or  any  that  you  expect  to  receive,  from 
the  Bell  Telephone  Company,  has  any  influence  whatsoever 
upon  the  judgment  that  you  are  going  to  give  to  this  Com- 
mission? 

A.  Absolutely  none. 

Q.  Do  you  think  you  are  as  free-minded  as  you  woitld 
have  been  if  the  Commission  had  employed  you,  and  given 
you  the  same  commission? 

A.  Absolutely. 

Bv  Commissioner  Johxsox: — 

0.  Have  you  been  as  critical  in  this  work  as  you  would 
have  been  if  you  had  been  employed  by  the  State? 

A.  Absolutely. 

O.  You  are  quite  sure  of  that? 

A.  Absolutely,  sir.  There  has  never  been  a  suggestion, 
tliere  has  never  been  the  remotest  influence,  the  remotest  sug- 
gested influence,  which  should  lead  me  to  any  conclusion  what- 
ever other  than  that  which  I  found. 

O.  I  am  not  suggesting  anything  irregular.  That  would 
be  the  last  thing  I  would  suggest. 

A.  I  appreciate  that,  but  I  am  also  very  glad  to  bear 
testimony  to  the  care  with  which  this  great  corporation  has 
treated  the  independent  experts  whom  they  have  brought  into 
it.  It  has  been  perfectly  beautiful,  the  absolute  care  that  no 
suggestion  should  emanate  from  them  which  could  vary  one's 
judgment. 

By  Commissioner  Brecht  : — 

Q.  Did  you  not  follow  substantially  the  same  line  in  ar- 
riving at  your  result  of  3.4^,  that  ]Mr.  Hayward  followed 
in  arriving  at  his  3%  ? 

A.  I  do  not  understand  that  I  did,  sir.    I  understood  ^Tr. 
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Hayvvard  to  say  that  was  the  average  percentage  which  he 
found  to  have  heen  used. 

g.  How  did  he  arrive  at  the  average  percentage?  Did 
he  take  it  simply  as  a  lump,  by  common  experience,  or  did  he 
take  it  item  by  item,  allowing  the  percentage  of  experience  as 
to  each  item,  and  take  the  sum  of  those  respective  amounts 
and  divide  it  by  the  total  and  get  the  average  percentage  ? 

A.  My  recollection  of  Mr.  Hay  ward's  testimony  is — 
please  correct  me  if  I  am  wrong — that  he  had  found  that,  in 
their  telephone  investigations  and  similar  investigations,  3% 
was  the  minimum. 

O.  He  simply  took  it  as  a  lump  figure  on  the  whole 
amount  ? 

A.  So  I  understood.  That  was  my  understanding  of  his 
testimony. 

0.  He  might  have  taken  the  same  percentages  which  you 
did,  and  applied  them  to  the  respective  amounts,  and  got  the 
results  in  each  case  that  way,  and  totaled  that  and  divided 
that  by  the  total  value  of  the  plant,  and  that  would  have 
given  it? 

A.  Absolutely.  What  I  meant  to  say  was  that  I  had  no 
knowledge  of  any  apportionment  of  those  percentages  which 
he  had  used,  and  I  understood  that  he  had  made  none. 

O.  But  it  seems  to  be  common  property,  common  knowl- 
edge among  experts? 

A.  The  3%? 

O.  No,-  the  various  percentages  on  the  different  items. 

A.  No. 

O.  The  1%,  y2%,  etc.;  that  is  known  to  all  engineers 
who  are  experts  on  those  respective  lines  ? 

A.  I  doubt  if  they  differ  very  much,  sir. 

O.  I  understand  it  is  a  matter  of  common  knowledge  that, 
in  the  case  of  poles,  or  in  the  case  of  buildings,  construction 
of  buildings,  there  is  a  waste  of  1%;  that  is  known  to  engi- 
neers, is  it? 

A.  T  cannot  say  that  every  engineer  would  agree  to  1%. 
I  do  not  mean  to  say  that  is  a  commonly  accepted  thing,  that 
you  find  by  looking  in  a  handbook  of  engineering.  That  is 
not  what  T  mean  at  all. 
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O.  What  was  tlie  source  of  your  knowledge  of  these 
various  percentages? 

A.  My  experience  in  handhng  these  various  types  of 
work. 

O.  You  based  it  on  your  own  experience? 

A.  On  my  own  experience. 

By  Commissioner  Pennvpacker: — - 

Q.  My  difP.cuky  is  of  another  kind:  that  is,  I  confess 
that  I  have  some  trouble  in  understanding  how  you  can  sit  in 
an  office  in  Philadelphia  and  critically  determine  about  an 
inventory  which  is  made  b}'  other  people  out  in  the  field.  Men 
are  sent  out  to  make  an  inventory  of  the  property,  and  they 
n:ake  their  returns.  Now  it  seems  to  me  that,  if  there  l^e  any 
uncertainty  about  it,  the  only  way  to  do  w'ould  be  to  have 
somebod}'  else  make  a  count  or  an  examination,  and  find  out 
whether  it  be  correct;  but  that  a  man  can  determine  that  by 
lookino;  over  the  papers  in  a  city,  seems  to  me  to  suggest  seri- 
ous trouble.  I  do  not  see  how  he  is  to  do  it.  AA'hen  I  was 
a  boy  and  was  adding  up  a  colunm  of  figures,  and  I  had  doul)t 
about  the  result,  I  began  at  the  top  and  counted  down,  and 
tested  it  in  that  way.  You  could  count  poles  the  same  way. 
If  you  had  an  idea  that  going  one  way  led  to  a  wrong  result, 
you  mig'it  start  at  the  other  end  and  count  back ;.  but  to  under- 
take to  say  that  there  arc  3^r  of  poles  omitted,  I  do  not  see 
liow  you  can  do  it. 

A.  I  did  not  say  that,  if  you  please,  sir.  I  said  in  my 
judgment  there  was  lyc. 

O.  WeW,  1%  of  jioles.     5%  of  wire,  I  think  it  was. 

A.  5%  of  wire  in  excess  of  the  quantity  which  would  be 
required  for  a  certain  distance  between  two  points. 

O.  Do  you  not  think  we  would  be  safer  to  trust  the  man 
who  actually  did  it,  out  in  the  field,  than  to  trust  the  theorist, 
if  you  will  excuse  me,  who  sits  in  his  office? 

A.  If  you  did.  you  would  be  the  only  one  who  ever  did. 
for  in  all  the  decisions  that  I  have  seen  or  heard  of.  made  bv 
anybody — 

O.  You  think  the  gentleman  in  his  oPnce  is  more  likely  to 
be  correct  than  the  man  who  did  the  actual  counting? 
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A.  Xo.  sir,  1  know  that  the  man  in  the  office  is  a  better 
judge  of  h.ow  accurately  men  in  the  field  are  working  than 
the  men  in  the  field  are. 

O.  Well,  it  locks  tg  me  a  little  the  other  way.  If  we  are 
to  allow  a  percentage  for  a  mistake.  I  should  say  that  we 
ought  to  consider  that  the  mistake  is  just  about  as  likely  to 
occur  on  the  other  side  as  upon  that  particular  side  which 
suits  the  Company. 

A.  Then,  sir,  you  would  differ  from  everybody  else  who 
has  ever  rendered  a  decision,  after  an  investigation  of  the 
question. 

0.  I  doubt  it.  That  is,  I  think  that  the  experience  of 
most  men  is  that,  if  you  are  doing  a  specific  work,  it  is  better 
to  depend  upon  those  who  are  actually  doing  it  for  the  reports 
of  that  work,  than  upon  the  judgment,  or  conclusions,  or  in- 
ferences, of  someone  who  looks  over  it  and  gives  an  expres- 
sion of  judgment. 

A.  Based  on  his  broader  experience  than  that  of  the  man 
who  is  doing  the  work  in  the  field.  It  would  all  be  true,  your 
Honor,  if  you  could  see  everything ;  but  you  cannot.  You 
count  what  you  see,  but  you  do  not  see  everything,  and  you 
cannot  see  those  things  which  are  lost,  and  are  paid  for.  I 
cannot  recall  the  name  of  the  place,  but  one  of  my  good  cus- 
tomers in  Massachusetts  once  lost  the  entire  electric  equipment 
for  his  power  house,  in  transportation  across  the  harbor  of 
New  York.  The  scow  upon  which  the  car  was  loaded,  which 
was  transported  around  New  York,  was  run  into  and  sunk. 
As  I  understand  it,  under  the  marine  law,  one  can  only  re- 
cover the  value  of  the  vessel  on  which  the  thing  lost  is  con- 
tained. He  got  the  value  of  the  scow.  That  equipment,  how- 
ever, he  himself  had  to  pay  for.  It  is  an  omission,  a  con- 
tingency. It  is  not  a  thing  -that  you  can  find  when  you  are 
hunting  among  twelve  million  items. 

Bv  Mr.  ^[arve:— 

Q.  If  you  yourself  were  given  the  commission  to  go  out 
and  count  this  property,  and  you  yourself,  individually,  taking 
as  much  time  as  you  chose  to  go  over  it  once,  actuallv  went 
out  and  attempted  to  count  and  measure  it,  and  you  then  made 
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a  report,  either  to  the  Company  or  to  whomsoever  may  have 
employed  you,  would  you,  after  being  as  careful  as  you  tried 
to  be,  ask  for  an  item  for  contingencies  over  the  various  units 
of  the  plant  that  you  had  counted,  or  had  attempted  to  count? 

A.   ]\Iav  I  ansv,-er  that  in  a  little  different  way? 

O.  Any  way  you  choose. 

A.  If  I  v»ere  asked  to  make  an  inventory  of  a  plant  and 
certifv  to  its  correctness  without  the  '"E.  and  O."  common  to 
all  accountants,  I  should  decline  the  commission. 

O.  In  other  words,  if  vou  w^ere  net  to  be  allowed  an  item 
of  contmgency,  you  would  refuse  employment  to  make  an 
inventory  ? 

A.  Absolutely ;  no  question  about  it.  You  cannot  do  it. 
Xobody  ever  did  it,  and  nobody  ever  will. 

O.  Will  you  kindly  take  up  the  next  item  that  you  said 
you  were  requested  to  look  into,  to  wit,  "Right-of-way?" 

A.  "Right-of-way ;"'  there  are  about  440,000  poles,  and 
they  are  valued  in  the  appraisal  at  $1,800,000. 

Q.  For  "Right-of-way?" 

A.  For  "Right-of-way."  I  do  not  mean  the  poles  were 
valued  at  that,  but  the  pole  rights  were  valued  at  that.  It 
seemed  absolutely  impossible  to  me  that  that  number  of  pole 
rights  could  be  secured  anywhere  for  anything  like  that  sum 
of  money,  when  the  item  includes  all  the  service  leading  up  to 
the  purchase  of  the  pole  rights,  including  the  tree  trimming 
incident  to  the  erection  of  the  poles,  wdiich  is  often  a  very 
large  sum  ;  the  cost  of  acquiring  the  rights  ;  the  buggy  riding 
necessary  to  go  and  get  them ;  the  recording — it  seemed  an 
absolutely  impossible  thing.  3ily  experience  in  telephone  work 
indicated  a  so  much  higher  value  that  I  questioned  it  very 
much,  and  it  led  me  to  a  consideration  of  the  question  beyond 
what  was  justified,  perhaps,  by  the  amount  involved.  For 
some  reason  or  other,  the  telephone  people  seemed  to  be  tmani- 
mous  in  their  belief  that  pole  rights  can  be  bought  and  paid 
for  on  an  average  of  about  a  dollar  apiece,  and  that  is  what 
it  amounts  to.  The  item  of  $1,831,000  amoiuits  to  a  pavment 
to  the  individual  owners,  from  whom  the  rights  are  secured, 
of  approximately  $1.15  apiece  for  pole  rights.  The  expendi- 
ture of  $1,831,000  is  divided  up  in  this  way:  salaries  of  right- 


1048a  Frauds  B.  H.  Paine. 

of-way  assents,  etc.,  $463,132.  This  is  the  distribution  of 
figures  used  by  Mr.  I  lay  ward  in  arriving  at  his  total  of  $1,- 
831,000.  but  they  have  not  been  given  by  him,  and  seem  to 
me  so  conclusive  on  the  cost  of  $1,831,000  that  they  ought  to 
appear.  Board,  traveling,  labor,  and  other  incidental  expenses, 
a]iproximately  $497,000.  Payments  for  city  permits,  Phila- 
delphia and  Pittsburgh— in  Pittsburgh  the  payment  is  negligi- 
ble. I  believe,  and  in  Pliiladelphia  it  is  $5  a  pole— $41,945. 
Cost  of  initial  trimming,  $167,929.  The  percentage  for  engi- 
neering, study  of  pole  rights,  what  rights  are  necessary,  in 
the  Executive  Department,  etc.,  $128,700;  leaving  a  total  of 
payments  to  property  owners  of  $531,892  for  440.000  poles. 
I  cannot  criticize  it,  because  I  have  not  been  able  to  find  any- 
where figures  lO  justify  a  higher  or  a  lower  value,  so  that  I 
have  included  without  an  omission  or  contingency,  and  noth- 
ing ever  more  surprised  me  than  to  come  to  that  conclusion. 

Q.  In   other    words,   you    thought    it   ought   to   be   much 
higher  than  that? 

A.  I  thought  it  ought  to  be  twice  that. 
That    concluded    the    study    and    apportionment    of    in- 
ventory.    In  addition  there  was  one  omission,  of  liability  in- 
surance, which  I  have  added  in  my  appraisal,  and  which  I  will 
discuss  in  connection  with  the  appraisal. 

O.  Did  you  ma^e  a  study  of  that  matter  of  liability  in- 
surance ? 

A.  Yes.  On  inquiry  as  to  where  that  item  appeared, 
when  going  over  the  records,  I  found  it  was  in  "Supervision.'' 
In  Air.  Hayward's  appraisal,  it  appeared  in  the  item  of  "Su- 
pervision," and  amounted  to  six-tenths  of  one  per  cent,  on  the 
labor  itself.  I  knew  this  to  be  a  totally  inadequate  figure  for 
any  work  of  construction,  and  it  led  me  to  find  from  the 
insurance  companies  what  the  proper  figure  was.  and  how  that 
figure  came  to  be  used.  The  figure  of  six-tenths  of  one  per 
cent,  was  derived  from  an  old  policy,  written  eight  or  ten 
•  years  ago  by  the  Travelers'  Insurance  Company  of  Hartford, 
and  it  included  in  its  liabilities  the  executives  of  the  Company, 
all  down  through  the  operating  organization,  as  well  as  the 
construction  organization,  and  the  six-tenths  of  one  per  cent, 
was  that  per  cent,  of  the  total   salary  and  wage  list  of  the 
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Company,  as  an  operating,  going  concern,  going  down  as  low 
as  eight-tenths  of  one  per  cent,  on  operatives,  I  think  even 
lower  than  that,  ^^^^en  it  came  to  the  cost  of  construction 
work.  I  got  figures  from  the  Travelers'  and  from  the  Em- 
ployers" Liabilitv  Company,  with  which  I  have  myself  had 
large  dealings,  and  I  found  that  the  Travelers',  for  under- 
ground conduit  and  cable  labor  charged  4^%,  and  that  for 
overhead  and  general  labor,  for  overhead  construction  and 
general  labor,  the  charge  was  also  4jA%.  The  Employers', 
however,  divided  it  a  little  differently,  and  in  some  classes  it 
was  3%,  3^%,  and  4^%.  Applying  the  figures  as  well  as  I 
could  distribute  them  with  the  information  at  hand,  and  add' 
ing  another  policy,  contingent  liability  on  contractor's  work, 
which  amounts  to  one-tenth  of  one  per  cent.,  gave  me,  for 
the  amount  of  labor  involved  in  the  construction  of  this 
property,  as  estimated  by  the  Travelers',  $318,812,  and  by  the 
Employers'  Liability  Company,  $301,546,  which  I  added  in  my 
appraisal.  That  will  come  a  little  later,  as  a  separate  item. 
That  takes  out  of  "Supervision"  the  supervisory  charge  which 
]\Ir.  Hayward  has  added,  of  six-tenths  of  one  per  cent.,  and 
which  amounted  to  $45,508. 

O.  Which  figure  did  you  use? 

A.  The  Employers',  as  it  worked  out  in  this  case  a  little 
bit  lower,  three  or  four  thousand  dollars  lower,  than  the 
Travelers'. 

O.  Why  did  you  take  the  lowest? 

A.  If  you  can  acquire  the  insurance  for  a  lower  figure, 
and  the  Employers'  is,  in  my  judgment,  a  perfectly  proper 
company  to  insure  in,  there  is  no  reason  for  using  the  higher. 
But  it  is  obvious  that  the  liability  insurance  on  the  operator 
of  a  switchboard  would  not  be  the  same  as  that  on  a  man 
building  a  pole  line,  or  working  in  a  conduit. 

O.  Does  that  complete  your  analysis  of  the  inventory? 

A.  That  completes  my  analysis  of  the  inventory,  con- 
tingencies and  omissions. 

O.  You  said  you  were  requested  to  make  an  analysis  of 
the  unit  costs,  and  I  think  you  stated  that  you  were  sub- 
sequently asked  to  make  an  independent  appraisal  of  this 
property.     \\'ill  you  please  state  what  you  did  in  connection 
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with  analvziiig  -AmX  studying  tlic  unit  costs  as  used  by  ]\lr. 
I  lay  ward. 

A.  I  went  over  a  few  of  them  in  a  very  general  way,  and 
ilie  manner  of  their  consideration  by  ]Mr.  Hayward  seemed 
to  me  excellent,  not  open  to  criticism  in  the  slightest  degree, 
but  I  was  not  able  to  check  them ;  I  had  no  way  to  exercise 
an  independent  judgment  on  them.  I  was  then  asked  to  take 
such  steps  as.  in  my  judgment,  were  necessary  to  enable  me 
to  express  a  judgment,  not  as  to  his  unit  costs,  but  as  to  the 
appraisal  value  of  the  plant,  the  physical  property.  After  a 
consideration  of  the  methods  adopted  by  him,  I  sought  for  a 
different  way  of  arriving  at  unit  costs,  based  still  on  the  ex- 
perience of  the  Company,  but  which  should  differ,  both  as  to 
the  manner  of  their  development  and  the  men  doing  the  work. 
That  led  me  to  a  consideration  of  the  manner  in  which  the 
Company's  executive  officers  consider  estimates  for  construc- 
tion work.  I  found  that  it  was  customary  for  the  field 
organization,  w^hen  called  upon  to  build  a  piece  of  propert3^ 
or  in  anticipation  of  the  construction  of  a  piece  of  work,  to 
prepare  estimates  based  on  their  best  judgment  of  what  the 
cost  of  doing  that  same  work  would  be  in  their  immediate 
vicinity,  in  their  general  grand  division,  and  the  work  was 
then  based  on  that  estimate,  the  work  was  approved  bv  tlie 
executives,  and  a  completion  report  of  the  work  submitted, 
with  explanations  for  any  differences  which  might  occur  be- 
tween the  estimated  cost  and  the  completed  cost.  A  study  of 
some  of  those  indicated  a  great  difference  between  the 
estimates  and  the  completion  reports,  particularly  in  the  matter 
of  labor,  somewhat  in  the  matter  of  material,  and  in  the  fact 
that  the  completed  work  was  not  always  done  exactly  as  laid 
out,  as  to  the  number,  size,  and  quality  of  material. 

O.  In  tliat  connection  did  you  find,  in  most  instances,  a 
variation  in  that  the  work,  when  actually  done,  cost  more  than 
the  estimate,  or  did  you  find  the  variations  more  frequently 
in  that  the  work  actually  cost  less  than  the  estimate? 

A.  It  is  general  to  find  that  the  vrork  costs  more  than 
your  estimate,  and  I  found  that  to  be  so  here,  the  difference 
being  surprisingly  small,  however,  v.hen  taken  as  a  whole 
over  the  course  of  the  year.     But  there  is  still  needed  a  cor-t 
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rective.  and  I  concluded  that  the  best  different  v.ay  to  arrive 
at  a  new  set  of  units  of  value,  to  be  applied  to  the  twelve 
million  units  involved,  was  to  make  a  study  of  the  estimated 
costs,  of  the  actual  estimates  sul^mitted  for  executive  'approval, 
and.  by  another  studv  of  the  completion  reports,  arrive  at  that 
variable,  taken  district  by  district,  and  as  a  resultant  average 
for  the  year's  work,  taking-  the  actual  work  done,  that  would 
give  the  corrective  in  the  estimates ;  and  that  work,  I  hoped, 
for  each  general  grand  division  of  the  Company,  for  a  period 
of  four  years,  would  enable  me  to  arrive  at  an  entirely  new 
set  of  units,  v>hich  could  be  applied  comprehensively  to  one 
quarter  of  the  work,  in  an  efifort  to  ascertain  whether  or  not 
there  was  a  change  in  a  four  years'  period  in  the  cost  of  the 
work.  Due  to  a  change  in  their  method  of  accounting  and 
handling  their  v.ork  about  tv*'o  vears  ago,  it  was  not  possible 
to  carry  that  out  as  fully  as  I  hoped,  but  we  were  able  to  get 
estimates  and  make  studies,  through  Mr.  Burcher,  who  was 
assigned  to  me  as  an  assistant  from  another  company,  of  some 
two  thousand  four  hundred  twenty  estimates,  involving  some 
three  millions  of  units,  or  about  25%  of  the  units  involved  in 
the  v»hole  plant.  It  is  a  little  better  than  that  expresses  it, 
because  I  limited  the  work  to  certain  items  of  plant  count,  in 
which  there  seemed  a  possibility  of  discovering  error,  if  such 
existed.  The  items  which  I  eliminated,  and  which  I  accepted 
as  Air.  Hayward  has  given  them  in  his  appraisal,  were 
"Land,"  "Buildings,"  "Central  Office  Equipment,"  "Sub- 
Licensee  Central  Office  Equipment,"  "Private  Branch  Ex- 
changes," "Booths  and  Special  Fittings,"  "Sub-Licensee  Sta- 
tion Apparatus."  "House  Cable,"  "Submarine  Cable."  and 
"Right-of-way."  My  reasons  for  thinking  it  impracticable 
to  do  anything  better  than  Mr.  Hayward  had  done,  I  think  are 
brought  out  in  my  discussion  of  those  diiTerent  plant  items,  as 
being  either  absolutely  done  in  his  department  and  the  sole 
knowledge  being  there,  or  else  because  of  the  manner,  in  the 
case  of  "Land  and  Buildings,"  in  which  outsiders  had  been  em- 
ployed. In  the  instance  of  "Underground  Conduit,"  a  separate 
appraisal  was  made  of  about  30%.  if  I  remember  correctly, 
of  the  cable  in  Pittsburgh  and  Pennsylvania  Elsewhere  divi- 
sions, which  almost  exactly  confirmed  his  figures  for  the  rest 
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of  tlic  work,  and,  by  reason  of  a  still  further  check,  it  seemed 
useless  to  go  on  with  that.  Tn  addition  to  the  work  which  Mr. 
P.urchcr  did  in  supervising  the  work  in  the  field,  I  took 
I^racticallN-  Exhibit  A,  the  inventory,  and  asked  of  the  ^^^estern 
Electric  Company  that  they  put  a  value  on  every  unit,  every 
class  of  unit  contained  in  that  inventory,  delivered  at  four 
different  points  in  Pennsylvania — Erie,  Pittsburgh,  Harris- 
burg,  and  Philadelphia — for  two  separate  years,  in  the  hope 
that  that  would  indicate  as  to  the  accuracy  of  the  field  knowl- 
edge of  material  values,  and  any  change  which  might  have 
occurred  in  this  period,  between  two  years,  as  to  any  of  the 
material.  The  result  in  the  field,  so  far  as  the  Western  Elec- 
tric work  was  concerned,  was  beautifully  done.  It  occupies  a 
volume 

O.  Did  thev  submit  that  information  to  you  ? 

A.  They  submitted  that  information  to  me.  and  it  v.ent 
into  the  field  as  a  check  on  the  values  of  the  materials  used 
in  the  field.  It  could  not  be  used  in  substitution  for  them, 
because  the  A^alues  of  the  material  used  in  the  field  contain  also 
certain  items,  such  as  paint  and  pole  steps  and  things  of  very 
small  value,  which  bear  a  more  or  less  constant  relation  to  the 
main  articles,  such  as  the  pole  itself ;  so  that  the  purpose  for 
which  the  Western  Electric  material  price  was  used  was  as  a 
check,  to  be  sure  that  the  field  figures  were  right  as  to  material. 

O.  And  by. field  figures  you  are  now  referring  to  your 
field  figures,  not  to  field  figures  that  were  supplied  by  Air. 
Hayvvard? 

A.  Xo,  the  field  figures  which  were  used  in  making  the 
estimates  for  construction  to  be  submitted  to  the  executives, 
for  the  approval  of  the  work,  and  afterwards  criticized  in  con- 
nection with  the  completion  reports  of  work  done,  in  order  to 
get  a  corrective  to  apply  broadly.  I  would  like  to  indicate  the 
manner  in  which  the  work  was  to  be  done  in  the  field.  I  wrote 
to  j\Ir.  Burcher  on  February  2d — that  being  the  time  at  which 
I  have  been  considering  the  inventory,  and  had  arrived  at  the 
opinion  that  I  could  not  accept  the  Hayward  figures — as 
follows : 

"The  particular  items  that  it  seems  to  me  desirable 
tliat  you  should  look  into  at  this  time,  in  connection  with 
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the   rate  case  of  the  Telephone   Companies   in   Pennsyl- 
vania, are  as  follows : 

Station  apparatus.  Installations.  Interior  block- 
wires.     Pole  lines.     Aerial  cable.     Aerial  wire." 

I  afterwards  added  conduit  in  the  western  part  of  the 
State. 

"The  purpose  is  to  secure  a  broad  check  on  the 
inventory  and  the  values  used  in  the  appraisal  of  the 
physical  property  in  use  by  the  Bell  interests  in  Penn- 
sylvania, made  by  Mr.  Hayward.  In  order  that  this  be 
a  competent  check,  it  should  assume  the  correctness  of 
the  plant  count  of  inventory,  made  as  of  August  31. 
1912,  applying  to  those  cjuantities  so  determined  such 
costs  of  labor  and  material  (without  overhead  charges), 
as  would  have  been  submitted  by  the  plant  department  to 
the  Company's  executives  for  their  approval  and  the  do- 
ing of  the  work. 

"As  I  understand  it,  the  units  of  value  in  Mr.  Hay- 
ward's  appraisal  were  applied  wholly  in  his  department, 
using  largely  as  a  basis  average  figures  for  each  of  the 
six  grand  divisions,  and  otb.er  contributing  information. 

"My  theory  is  to  use  those  figures  which  the  Plant 
Department  would  have  presented  to  the  executives  dur- 
ing- each  four  years,  assuming  one-quarter  of  the  work 
would  have  been  done  in  each  of  these  four  years.  The 
two  methods  would,  therefore,  dififer  and,  if  found  to 
result  in  approximately  the  same  figure,  offer  proof  of 
the  correctness,  and  if  there  were  any  glaring  differences, 
indicate  the  necessity  for  a  further  examination  of  the 
matter. 

"The  plant  count  has  been  listed  for  the  Hollerith 
machine  in  such  a  manner  that  it  may  be  distributed  in 
accordance  with  exchange  areas,  and,  therefore,  you  may 
find  it  desirable  to  apply  to  each  exchange  area  units  of 
labor  cost  applicable  to  the  particular  area.  In  some 
instances  you  may  have  to  go  into  a  further  study  tlian 
that. 

"By  reason  of  slight  differences  which  exist  in  the 
diff'erent    districts,     as    to    apportionment    of    overhead 
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charges,  and  by  reason  of  the  fact  that  the  present  Inter- 
state Commerce  Commission  accounting  is  different  from 
anv  other  in  some  particulars,  it  is  desirable  that  yovi 
eliminate  all  overhead  charges,  and  these  would  be  ap- 
plied to  the  matter  as  a  whole,  in  accordance  with  the 
Interstate  Commerce  accounting. 

"I  want  to  caution  you  to  make  records  of  your  ob- 
servations in  a  very  systematic  and  complete  manner,  so 
that  in  case  of  necessity  an  investigation  may  go  back  to 
the  original  source. 

"I  understand  from  Air.  Allen,  general  superintend- 
ent of  plant,  of  the  New  York  Telephone  Company,  that 
you  have  been  assigned  to  assist  me  in  this  work,  and  in 
placing  the  details  of  it  in  your  hands  I  am  going  to  ask 
you  to  report  to  me  only  and  to  do  so  freely  and  ftilly  at 
any  time,  either  by  telephone,  coming  to  see  me  in  New 
York  or  Philadelphia,  or  by  asking  me  to  go  into  the 
field. 

"You  will  be  supplied  with  records  of  plant  count 
from  the  Hollerith  machine,  in  such  form  as  your  pre- 
liminary study  indicates  the  necessity,  and  I  understand 
that  you  v.'ill  be  supplied  with  all  the  assistants  necessary 
in  order  that  the  work  may  be  carried  out  with  rapidity 
and  accuracy  in  each  of  the  general  divisions?  and  pos- 
sibly subdivisions  thereof,  at  the  same  time  in  all,  to 
such  an  extent  as  you  can  efficiently  supervise  the  whole. 
These  men  should  report  to  you,  and  I  am  going  to  look 
to  you  for  the  accuracy  of  the  work,  the  intelligence  with 
which  it  is  done  and  the  promptness  with  vvdiich  it  is 
accomplished. 

"I  desire  that  you  have  no  knowledge  of  detail  values 
or  total  values  used  in  Mr.  Hay  ward's  appraisal,  because 
I  do  not  wish  in  the  slightest  trace  that  your  mind  shall 
be  affected  by  them. 

"Regarding  comments  above,  I  said  we  vrill  accept  as 
correct  the  plant  count,  nevertheless,  should  during  vour 
investigations  you  come  across  errors  of  duplication  or 
omission,  errors  in  the  count,  I  would  like  to  have  you 
call  my  attention  to  them,  because,  incidentallv,  it  is  desir- 
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able  to  find  any  considerable  errors  in  the  plant  count,  if 
such  exist,  but  it  is  not  intended  to  make  a  recount. 

"In  the  inventory  of  plant,  in  addition  to  the  items 
which  I  have  given  above,  there  are  the  following,  which 
certainly  for  the  present.  I  think,  need  not  have  your 
attention." 

Those  are  given  in  the  list  which  I  have  excluded.  It  de- 
veloped that  the  manner  of  making  estimates  by  the  Plant  De- 
partment in  the  field,  for  executive  approval,  was  not  by  ex- 
change areas,  but  in  the  division  headquarters  of  each  of  the 
six  general  divisions,  and,  what  I  spoke  of  a  moment  ago,  the 
failure  to  find  estimates  made  by  the  present  methods,  which 
would  be  of  use  back  of  two  years,  necessitated  a  revision  of 
the  construction,  as  to  the  use  of  four  years  divided  over  each 
quarter,  of  the  plant. 

O.  You  only,  therefore,  took  the  estimates  for  two  years? 

A.  ^^'e  took  all  the  estimates  of  plant,  on  those  plant 
counts  which  were  involved,  for  two  years,  amounting  to  some 
two  thousand  four  hundred  and  twenty  of  them,  something 
over  three  millions  of  units,  and  applied  those  figures  to  the 
count,  with  these  omissions,  which  I  had  previously  decided 
to  accept.     The  work  was  only  completed  ten  days  ago. 

By  Commissioner  Johnson: — 

Q.  State  once  more  to  whom  that  letter  of  instructions 
was  addressed. 

A.  R.  H.  Burcher.  who  is  one  of  the  division  plant  engi- 
neers of  the  Xew  York  Telephone  Company,  stationed  on 
Long  Island.  I  wrote  Mr.  Burcher  a  further  letter  of  instruc- 
tions on  February  13th,  but  it  contains  nothing  materially  dif- 
ferent from  the  first,  simply  a  few  slight  modifications,  the 
theory  remaining  the  same.  I  am  assured  by  ]\Ir.  Burcher 
that  he  has  lived  up  loyally  to  the  spirit  of  making  a  separate, 
distinct  appraisal,  based  on  that  class  of  information  which 
would  have  gone  to  the  executives,  on  which  they  would  have 
ordered  the  work  done,  checked  by  the  completion  reports  of 
work  accomplished,  and  the  differential  applied. 

I  have  not  made  any  detailed  comparison  of  the  units 
which  are  thus  found,  with  the  units  used  bv  ]\Ir.  Havward. 
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I  know  that  they  differ.  1  know  that  the  unit  of  value  for 
the  same  piece  of  work  in  different  sections  of  Pennsylvania 
differs  materially ;  sometimes  very  largely,  sometimes  not  very 
much,  and  again  will  differ  from  the  specific  units  of  value 
arrived  at  by  Mr.  Hayward.  The  purpose  is  to  discover  any 
considerable  inaccuracies  in  the  appraisal  generally,  both  as 
to  the  plant  counts  as  a  whole  and  as  to  the  sum — what  might 
be  termed  the  sum  of  error.  I  do  not  know  whether  there  is 
any  occasion  for  filing  these.  They  are  a  record.  Every  esti- 
mate is  numbered  and  can  be  found,  with  these  volumes  as 
an  index,  and  I  do  not  know  of  any  better  price  work  than 
has  been  done  in  this  connection. 

AIr.  ]\Iarye:  If  the  Commission  please,  we  will  not  file 
these  unit  costs,  thus  prepared  by  Mr.  Paine  and  those  work- 
ing under  him,  imless  the  Commission  so  desire. 

The  Chairman  (Commissioner  Wallace)  :  We  have  the 
unit  costs  of  Mr.  Hayward? 

Mr.  Marve:  Mr.  Hayward's  you  have.  These  are  the 
unit  costs  which  Air.  Paine  has  had  built  up.  as  he  has  de- 
scribed :  but  we  will  keep  them  and  produce  them  at  any  time, 
for  any  purpose,  that  the  Commission,  or  counsel  for  the  inter- 
venor.  may  desire. 

The  \A'itness:  Mr.  Burcher  calls  my  attention  to  an 
error.  I  stated  that  we  applied  the  unit  costs,  which  Air. 
Burcher  has  developed,  to  the  omissions.  That  was  not  cor- 
rect. It  was  not  applied  to  his  omissions;  it  was  Mr.  Hay- 
ward's  which  were  ap])lied  to  !\Tr.  Hayward's  omissions.  I 
accepted  his  omissions. 

Mr.  Marve:  I  would  also  like  to  say  that  Air.  Burcher. 
to  whom  Air.  Paine  has  referred,  while  he  is  not  in  the  em- 
ploy of  The  Bell  Telephone  Company  of  Pennsylvania  or  The 
Central  District  Telephone  Company,  will  be  available  for  the 
Commission  if  they  desire  to  question  him  at  any  time,  as  will 
anybody  that  Air.  Burcher  had  doing  work  for  him. 

The  Witness:  There  was  tremendous  curiosity  as  to 
what  would  be  the  outcome,  and  when  the  work  of  these  men 
was  fully  completed,  it  was  as  much  a  surprise  to  them  as 
anvbodv. 
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Bv  jNIr.  Marve: — 

.O.  Did  they  know  j\ir.  Hayward's  figures  at  all? 
A.  Absolutely  not  at  all. 

O.  They  did  not  even  know  what  figures  Mr.  Hayward 
had  used,  and  had  not  even  seen  Exhibit  B  in  this  case? 

A.  Had  not  seen  anything,  and  agreed  that  they  would 
not  see  anything.  It  was  a  beautiful  job,  one  of  the  best  things 
I  ever  had  done  for  me,  and  it  gives  me  great  pleasure  to 
think  of  it.  But,  before  that  was  completed,  I  thought  it 
would  be  interesting,  and  certainly  satisfying  to  my  mind, 
entirely  independent  of  this  re-determination  of  units,  to  as- 
certain what  had  been  used  in  other  parts  of  the  United  States 
for  similar  purposes,  and  I  inquired  to  whom  I  could  send  the 
inventory  in  diilerent  parts  of  the  United  States,  to  have 
locally  applied  the  units  of  value  used  in  their  section,  with- 
out any  knowledge  of  local  conditions  whatever,  but  just  to 
get  a  broad,  general  check  on  the  whole  situation. 

O.  Did  you  have  that  tabulated  in  the  shape  of  an  exhil)it? 
A.  Yes. 

O.  Is  that  the  exhibit  I  show  you?*  (Showing  witness 
paper.) 

A.  Yes,  but  there  is  a  little  more  on  it  than  I  am  now 
describing.  I  found  that,  within  a  few  weeks,  the  outside 
plant  engineer — I  think  his  name  is  Air.  Rhodes — of  the 
American  Telephone  &  Telegraph  Company,  in  connection, 
as  I  understand  it.  with  the  appraisal  for  the  United  States 
Government — 

O.  The  Interstate  Commerce  Commission? 
A.  The  Interstate  Commerce  Commission,  had  within  a 
few  weeks  received  units  from  Xew  England,  the  Chicago 
territory,  and  the  Pacific  Coast,  the  Pacific  Telephone  and 
Telegraph  Company,  and  was  able  to  take  the  quantities  bear- 
ing on  Exhibit  A,  and,  without  any  variations  at  all,  applv 
those  units  to  the  quantities,  and  in  that  manner  arrive  at  a 
general  total  appraisal  for  the  same  quantity  of  material,  dis- 
regarding character  of  material  or  local  conditions  of  installa- 
tion, which  would  serve  as  a  broad  check  on  the  total  physical 
value  found  by  Mr.  Hayward,  or  found  in  part  for  me.  I 
have  prepared  a  table,  Mr.  Marye,  which,  in  a  series  of  col- 
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unins,  .uivcs  those  four  appraisals,  if  you  please,  with  the 
dates  at  which  the  unit  values  were  arrived  at,  and  in  another 
column  gives  ]\Ir.  Hayward's,  and  in  the  final  column  what 
has  been  called  mine,  with  most  astonishing-  results. 

O.  Is  that  the  paper  that  I  show  you? 

A.  That  is  the  paper. 

(Statement   entitled   "Comparison   of    Unit  Values" 
offered  in  evidence  and  marked  Exhibit  4-H.) 

The  Witness:  The  New  England  units  of  value  were 
determined  in  1907. 

O.  By  the  Xew  England  Telephone  and  Telegraph  Com- 
pany ? 

A.  I  presume  so.  The  exact  name  of  it  I  have  forgotten. 
The  Chicago  figures  were  determined  in  1911;  the  Pacific 
Coast  Company's  in  1912,  and  ^Ir.  Hayward's  and  mine  in 
1912;  mine,  of  course,  made  actually  now,  but  as  of  that  date. 
The  only  change  which  was  made  in  the  three  other  Com- 
panies' figures  was  that  they  had  included  interest  during  con- 
struction, and  I  estimated  what  that  interest  amounted  to  in 
each  instance  and  deducted  it.  That  was  the  only  change 
which  was  made. 

O.  Xow  will  you  please  take  this  Exhibit  4-H  and  ex- 
plain it.  In  the  first  column  to  the  left,  you  have  the  names 
of  the  items  appraised? 

A.  The  items  of  plant  count. 

O.  And  the  second  column? 

A.   Is  the  quantities.. 

Q.  As  they  appear  where? 

A.  In  the  Pennsylvania  inventory,  Exhibit  A. 

O.  Then  the  next  column  shows  what? 

A.  The  application  of  the  units  of  value  for  New  England. 
arrived  at  in  1907. 

O.  Applied  to  the  quantities  that  appear  in  Exhibit  A  ? 

A.  Applied  to  the  quantities  in  Exhibit  A. 

Q.  The  next  column  shows  what? 

A.  The  Chicago  units  of  value. 
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O.  The  Chicago  units  of  vahie,  applied  to  the  quantities 
in  Exhibit  A? 

A.  The  same  quatitities. 

O.  The  next  cohimn  shows  the  unit  costs,  or  unit  vaUtes, 
of  the  Pacific  Telephone  and  Telegraph  Company? 

A.  Yes. 

O.  Applied  to  the  quantities  in  Exhibit  A,  and  the  next 
column  is  Air.  Hayward's  unit  costs  applied  to  the  same 
quantities  in  Exhibit  A? 

A.  Same  quantities. 

O.  And  the  last  column  contains  what? 

A.  The  last  column  contains  the  application  of  the  units 
of  value  determined  for  me,  applied  to  those  plant  counts 
which  I  investigated.  As  a  foot  note  you  will  see  that  in  the 
other  appraisals  there  are  some  of  the  items  grouped  under 
station  equipment.  There  are  five  items,  which  are  separate 
in  ]\Ir.  Hayward's  appraisal. 

Q.  And  also  separate  in  yours? 

A.  Yes.  The  reason  for  the  first  total,  (a),  is  to  indicate 
the  findings,  on  those  various  methods,  of  value  for  those 
particular  plant  counts,  of  which  I  had  participated  in  an 
appraisal.  The  lower  group,  total  (b),  includes  the  upper 
group,  except  in  the  column  with  which  I  had  to  do,  and 
those  items  with  which  I  had  nothing  to  do.  or  practically 
nothing  to  do.  are  omitted. 

O.  In  other  words,  you  did  not  attempt  yourself  to  ascer- 
tain values  for  the  items  that  come  below  the  total  (a)  ;  is  that 
correct? 

A.  Yes,  except  as  to  a  part  of  "Underground  Conduit," 
which  I  have  not  included. 

0.  That  gives  a  fair  comparison,  though,  of  what  would 
be  arrived  at  if  the  unit  values  of  New  England,  Chicago,  and 
the  Pacific  Coast  had  been  applied  to  the  same  quantities  as 
are  found  in  IMr.  Hayward's  inventory? 

A.  Yes. 

O.  And  also  what  you  found  from  applying  your  unit 
costs  to  the  quantities  as  they  appear  in  Exhibit  A  ? 

A.  Yes.  It  is  perfectly  obvious,  in  looking  at  the  details, 
that  there  was  a  great  diversitv  of  conditions  and  in  cost  of 
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materials,  and  in  some  instances  an  undoubtedly  different  way 
of  considering  the  accounts,  because  the  figures  differ  so 
greatly ;  but,  when  it  comes  to  the  totals,  as  to  the  entire  cost 
of  a  telephone  property,  they  are  extremely  close,  and  warrant 
me  absolutely  in  endorsing  Mr.  Hayward's  appraisal  of  his 
plant,  with  entire  satisfaction  on  my  part. 

Q.  Can  you  think  of  any  better  way  of  making  an  inde- 
pendent check  than  the  methods  that  you  have  taken,  in  the 
time  available  ? 

A.  Regardless  of  the  time  available,  I  do  not  know  of  any 
other  way,  any  further  method.  You  see  that  there  are  two 
complete — and  one  in  particular — checks  which  I  have  em- 
ployed. 

O.  The  figures  from  New  England  are  the  only  ones  that 
vary  considerably  from  Mr.  Hayward's  figures? 

A.  Yes.  They  were  made  five  years  before  the  others 
and  reflect,  undoubtedly,  a  lower  cost  of  material  at  that  time, 
lower  both  because  of  the  lower  costs  prevailing,  and  a  lower 
transportation  involved  in  New  England.    . 

O.  How  about  labor  costs? 

A.  Labor  costs,  as  I  recall  them,  were  only  slightly  less 
in  1907 ;  about  the  same  as  they  have  been  since.  In  my  work 
T  have  found  no  material  change  in  labor  costs  per  day.  I 
have  found  a  deterioration  in  the  character  of  the  labor,  which 
it  is  a  little  hard  to  appraise.  We  are  paying  now  about  the 
same  for  South  of  Europe  labor  that  in  1906  we  paid  for  Irish 
or  American,  and  I  have  always  thought  that  a  good  Irish- 
man or  German  or  American  was  worth  a  third  more  than 
those  men  from  that  group  from  the  South  of  Europe — 
Italians  and  Polacks. 

By  Commissioner  Johnson: — 

O.  How  do  you  explain  the  fact,  apparently  presented  in 
the  table,  that  "Station  Equipment"  should  cost  from  50%  to 
75%  more  in  Chicago,  or  be  appraised  at  50%  to  75%  higher 
in  Chicago,  than  in  Pennsylvania?  The  station  equipment  ap- 
praisal for  Chicago  is  $7,934,000,  while  Mr.  Hayward  makes 
it  $4,938.000— much  less,  you  see. 

A.  I  inquired  about  it  and  found  that  there  was  a  very 
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large  use  of  automatic  coin  boxes  on  the  Pacific  Coast  and  in 
Chicago,  and  certain  more  expensive  equipment  used  there, 
■dwd  that  led  me  to  take  one  of  these,  with  the  analysis  of  the 
character  of  the  installation,  and  apply  to  it  the  character  of 
installation  used  in  Pennsylvania  in  quantities,  and  it  came 
out  almost  exactly  that  of  Pennsylvania.  Do  I  make  myself 
clear  ? 

O.  If  I  understand  you,  your  statement  is  that  similar 
equipment  apparently  cost  the  same  ? 

A.  Yes.  sir,  similar  equipment  cost  the  same. 

O.  And  that  tlie  very  large  appraisal  for  Chicago  is  due 
to  difference  of  equipment  ? 

A.  Due  to  dift'erent  equipment. 

O.  And  what  was  the  ecjuipment  that  was  so  expensive 
in  Chicago? 

A.  Principally  the  automatic  coin  box.  It  is  a  telephone  in 
which  you  drop  a  nickel  in  the  slot,  and  you  then  express  your 
wish  to  the  operator :  and,  in  those  that  I  have  seen,  if  you 
do  not  get  your  connection  the  coin  is  returned  to  you. 

O.  I  am  also  impressed  by  the  fact  that  in  the  treeless  part 
of  the  United  States  about  Chicago,  pole  lines  cost  20%  to 
25%  less  than  they  do  in  Pennsylvania. 

A.  That  is  interesting,  but  you  will  remenjber,  sir,  that 
in  that  treeless  part  the  transportation  is  very  short  from  one 
of  the  principal  sources,  and  one  of  the  best  sources  of  poles 
— Michigan.    Michigan  cedar  is  the  best  pole  made. 

O.  You  refer  to  the  cheap  transportation  on  the  Great 
Lakes  ? 

A.  Yes;  and,  furthermore,  a  pole  which,  in  itself,  may 
cost  four  or  .'ive  dollars  is,  when  it  is  set  in  the  ground  with 
its  various  attachments,  worth  about  twenty  dollars.  There- 
fore, the  cost  of  the  pole  itself  is  not  a  large  item  in  the  plant 
account  of  pole  lines.  I  mean,  it  is  the  largest  individual 
unit  in  the  total  composite  pole,  but  it  is  not  half  the  value, 
or  anything  like  half  the  value,  of  the  set  pole.  I  used  years 
ago  to  know  something  about  the  conditions  in  Illinois  and 
that  territory,  and  digging  was  pretty  easy  as  compared  with 
Pennsylvania — very  much  easier. 

O.  One  more  question  of  a  similar  nature :    why  should 
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• 
aerial  cable  cost  409c  more  in  Chica;;o  than  in  Pennsylvania? 
A.  I  do  not  know.  I  assume  that  it  is  a -different  sized 
cable,  or  a  misapplication  of  the  figures,  or  an  inclusion  in 
that  item  of  some  costs  which,  in  other  cases,  are  included  in 
a  different  plant  account. 

Pa-  ^Ir.  ]NL\rvk  :— 

Q.  Mav  it  not  be,  in  a  large  city  like  Chicago,  they  are 
using-  on  an  average  a  very  much  larger  cable  than  the  cable 
used  in  Pennsylvania,  spread  out  over  this  w-hole  territory? 

A.  It  might  be ;  I  do  not  know-.  Now  take  for  example 
this  question  of  a  difference  in  method  of  charging.  Take 
the  last  figure,  "Right-of-way."  In  Chicago  they  only  have 
$169,000  for  it.  for  440  000  poles.  Of  course,  that  cannot  in- 
clude the  items  which  are  included  in  the  analysis  which  I 
have  just  read  to  you. 

Q.  In  Pennsylvania? 

A.  In  Pennsylvania,  because  that  would  not  pay  the  buggy 
hire  to  go  out  and  get  the  rights. 

P)V  Commissioner  Johnson  : — 

Q.  "Aerial  Wire"  also  seems  to  be  very  much  more  ex- 
pensive in  Chicago  than  in  the  East.  There  are  such  wide 
variations  here  in  results  that  one  feels  almost  like  concluding 
that  it  is  accidental  that  four  sets  of  figures,  varying  so 
widely  from  each  other,  should  happen  to  total  very  nearly 
alike. 

A.  I  think  it  is,  sir.     It  certainly  was  not  designed. 

O.  There  does  not  seem  to  be  any  sound,  scientific  reason 
that  one  could  rest  on. 

A.  Except  that,  taking  a  great  installation,  involving 
many  millions  of  dollars  and  many  items  of  dift'erent  kinds, 
some  are  going  to  cost  more  in  one  place  and  less  in  another. 
Labor  on  the  Pacific  Coast,  for  instance,  is  high,  or  was  in 
1907.  Labor  on  the  Pacific  Coast  in  the  past  year  has  been 
very  low.  Labor  is  a  considerable  item.  Materials  on  the 
Pacific  Coast,  such  as  are  used  here,  the  heavv  materials,  are, 
as  a  rule,  less  than  you  would  find  the  same  materials  in  Xew 
England.     The  freight  transportation  is  verv  small.     On  cer- 
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tain  other  materials,  such  as,  I  would  expect,  instruments, 
where  they  do  not  go  by  canal  or  do  not  take  a  cheap,  de- 
layed route,  the  costs  would  be  higher.  There  are  some  very 
strange  contradictions,  apparent  contradictions,  in  that  way, 
as  you  get  into  a  study  of  this,  as  I  had  occasion  to  do  four 
or  five  years  ago,  when  I  went  out  to  the  Pacific  Coast  for  the 
purpose  of  making  a  study  of  this  thing.  I  ran  across  some 
very  unexpected  relations  between  the  cost  of  labor  and  ma- 
terial there  and  in  the  East,  and  I  have  found  similar  un- 
expected dift'erences  in  Xew  England. 

Bv  CoMxMissioxER  Breciit  : — 

Q.  What  was  the  object  in  taking  different  years  in  these 
different  places,  instead  of  the  same  year? 

A.  We  just  took  what  we  had,  sir. 

By  Mr.  Marve:— 

O.  These,  as  you  understand  it,  are  figures  that  have  been 
used  in  actual  inventories  made  by  these  Bell  Companies,  for 
the  purpose  of  submitting  appraisals  to  commissions  and  other 
regulatory  bodies  ? 

A.  Yes,  sir. 

Commissioner  Breci-it:    Those  were  the  figures  at  hand? 

Mr.  Marye  :  Yes,  sir.  As  we  understand  it,  the  Ameri- 
can Bell  Telephone  Company,  in  connection  with  carrying  out 
its  part  of  the  obligation  in  connection  with  the  work  of  the 
Interstate  Commerce  Commission  in  appraising  the  value  of 
telephone  properties  throughout  the  United  States,  is  accumu- 
lating all  the  data  available,  and,  as  Mr.  Paine  said,  he  took 
advantage  of  that  knowledge,  which  they  had  recently  accumu- 
lated for  the  purpose  of  turning  it  over  to  the  Interstate  Com- 
merce Commission,  and  he  got  the  figures  himself. 

The  Witness  :  I  had  intended  to  have  asked  to  have 
this  (lone  in  each  of  the  localities,  Init  finding  the  figures  avail- 
able in  New  York  it  did  not  seem  useful,  and  the  gentlemen 
who  did  the  work  for  me  had  no  knowledge  of  the  Pennsyl- 
vania situation,  never  had  seen  the  record,  never  knew  any- 
thing about  the  inventory  or  the  appraisal. 

Mr.  Marye  :    I  do  not  think  Mr.  Paine  intended  to  create 
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the  inii)ression — and  certainly  the  Company's  other  representa- 
ti\cs  here  did  not — that  those  figures  that  he  gives  in  this 
exhil)it  will  he  the  figures  that  the  Interstate  Commerce  Com- 
mission will  use,  or  that  the  Company  will  use  in  their  work. 
They  were  just  the  independent  figures  that  companies  had 
collected  for  rate  ])urposes,  and  were  used  for  what  they  were 
worth. 

The  \\'itness:  I  wanted  to  get  a  broad  check  on  the 
whole  thing. 

L)V  Co-MMis.sioxER  Brecht: — 

Q.  And  they  were  the  only  figures  available  for  that  pur- 
pose ? 

A.  The  only  figures  I  could  find  available  for  that  pur- 
pose. If  I  had  had  time  I  might  have  gone  to  Denver,  if  they 
have  such  figures,  but,  if  you  will  think  a  moment,  two  or 
three  volumes  of  unit  costs  are  not  a  simple  or  easy  thin.g  to 
develop.     You  cannot  always  find  them  in  every  town. 

Bv  Mr.  Marye: — 

O.  Now  take  the  column  on  Exhibit  4-H  in  which  you 
show  Mr.  Hayward's  figures,  and  then  take  vour  figures  of 
your  appraisal,  which  correspond  thereto,  and  what  have  you 
to  say  in  connection  with  any  item,  or  with  the  total  there 
shown  in  the  total  (a  )  ?  ]\Ir.  Hay  ward's  figures  for  the  vari- 
ous items  mentioned  are  what? 

A.  $23,154,063. 

O.  And  your  appraisal  was  what? 

A.  $23,491,038.  The  items  themselves  differ,  some  higher, 
some  lower. 

O.  T  notice  that  you  have  a  star  after  your  first  item,  of 
"Station  Equipment." 

A.  That  I  referred  to  a  moment  ago.  That  is  because  in 
that  total  is  grouped  the  same  equipment  as  grouped  by  these 
other  Companies  in  New  England.  Chicago,  and  on  the  Pacific. 
C  oast.  Below  that  you  will  find  an  analysis  of  that  figure  and 
a  comparison  of  the  units  found  by  me  and  those  used  by  Mr. 
Hayward. 

Q.  J  see  there  that  under  that  note  vou  have.  ^vlr.  Hav- 
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ward  had  included  "Station  Apparatus"  and  so  had  you;  he 
had  included  "Installation"  and  so  had  you;  he  had  included 
"Interior  Block  Wires''  and  so  had  you,  and  you  had  given 
your  figures,  as  well  as  Mr.  Hay  ward's. 

A.  Yes. 

O.  Now  opposite  "Private  Branch  Exchanges,"  and 
"Booths  and  Special  Fittings,"  you  give  Mr.  Hayward's 
figures. 

A.  That  is  perhaps  an  error.  They  are  the  figures  used 
by  Mr.  Hayward  in  Exhibit  B,  but  they  are  the  book  accounts 
of  small  items  which  were  not  counted. 

O.  But  did  !\lr.  Hayward  actually  appraise  the  private 
branch  exchanges? 

A.  He  appraised  the  private  branch  exchanges. 

O.  Did  you  ? 

A.  Xo,  I  did  not. 

Q.  What  figures  did  you  use  for  "Private  Branch  Ex- 
changes?" 

A.   I  used  Hayward's. 

O.  Now  as  to  "Booths  and  Special  Fittings,"  you  under- 
stand that  Mr.  Hayward  did  not  appraise  them? 

A.  I  understand  that. 

O.   But  took  the  auditor's  figures? 

A.  Yes,  sir. 

O.  And  you  did  the  same? 

A.  Yes. 

O.  That  is  what  that  note  means? 

A.  That  is  what  that  note  means. 

O.  With  Mr.  Hayward's  figures  coming  out  at  $23,154,- 
063.  and  yours  at  $23,491,038,  which  figure,  in  your  judgment, 
would  you  use? 

A.  I  have  demonstrated  conclusively  that  Mr.  Hayward 
knows  how  to  value  his  own  property,  and  I  accept  his  figures 
unhesitatingly. 

(Adjourned  until  Friday,  April  24.  1914,  at  10  A.  M.) 
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Met    pursuant    to    adjournment,    in    the    Senate    Caucus 
Rr  cm.  Friday.  April  24,  1914.  at  10  A.  M. 


IVesent 


Commissioners  Wallace,  Acting  Chairman  ;  Pexxy- 
PACKER,  Tone,  Johnsox,  Brecht  and  Wright. 

WiLLL\M  X.  Trixkle,  Esq.,  counscl  for  the  Com- 
mission. 

Berxe  H.  Evaxs,  Esq.,  assistant  counsel  for  the 
Commission. 

Messrs.  Swayze,  ]vIarye,  and  Caxdor,  counsel  for 
The  Bell  Telephone  Company  of  Pennsylvania  and 
The  Central  District  Telephone  Company. 


hRAXCis  B.  H.  Paixe.  resumed. 

By  Mr.  Marye  :— 

O.  After  making  the  appraisal  of  various  elements  of  the 
properties  of  these  Telephone  Companies  in  Pennsylvania, 
aggregating  some  twenty-three  millions  of  dollars,  about 
A'.hich  you  testified  yesterday,  did  you  make  an  analysis  of 
the  entire  properties  of  these  Telephone  Companies  in  Penn- 
sylvania as  operating,  going  concerns,  and  tabulate  the  result 
of  your  analysis  in  the  shape  of  an  exhibit,  which  can  be  filed 
in  this  case? 

A.  I  did. 

O.  Is  that  the  paper  I  show  you? 

A.  That  is  the  paper. 

(Statement  entitled  "Appraisal  of  the  Properties  of 
The  Bell  Telephone  Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company  in  the  State  of 
Pennsylvania  as  of  August  31st,  1912— (F.  B.  H.  Paine)" 
offered  in  evidence  and  marked  Exhibit  4-L) 

O.  \\"\\\  you  kindly  take  this  exhibit,  marked  4-1,  and  ex- 
plain the   form   in   which   it  is   constructed  and   the  purpose 
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you  had  in  mind  in  so  setting  it  up,  and  then  take  up  the 
items  that  you  desire  to  explain  and  discuss,  as  you  go  through 
it. 

A.  The  effort  was  to  make  an  appraisal  of  the  cost  of  the 
properties  of  the  Bell  Telephone  Company  in  Pennsylvannia, 
the  cost  being,  in  each  instance,  a  figure  derived  from  some 
known  fact,  and  expressed  as  cost,  rather  than  as  a  develop- 
ment of  cost.  I  have  also  tried  to  express  the  relationship  of 
each  direct  cost  to  the  total,  in  terms  of  percentage,  for  the 
purpose  of  facilitating  a  comparison  of  each  item  wuth  other 
similar  items,  employed  in  this  or  in  other  instances.  In  no 
instance  has  the  figure  been  derived  from  a  percentage.  The 
dollars  are  not  derived  from  a  percentage,  but  rather  the 
percentage  is  a  deduction  from  the  dollars. 

The  appraisal  of  the  physical  property — I  dislike  to 
use  the  expression  "physical  property,''  but  it  is  one  of 
common  usage — up  to  and  including  line  19,  under  column 
M,  $54,924,594,  is  the  figure  arrived  at  in  ]\Ir.  Hayward's 
appraisal,  which  I  have  accepted  as  the  proper-  figure  for  that 
portion  of  the  plant  costs. 

Q.  You  accepted  that  for  the  reasons  that  you  stated 
yesterday  ? 

A.  For  the  reasons  stated  yesterday,  as  to  the  analysis  of 
the  inventory  and  unit  costs  resulting  in  the  appraisal  itself. 
I  think  I  may  say  that  yir.  Hayward's  figure  has  been  checked 
now,  and  has  stood  the  comparison  of  perhaps  more  checks 
than  I  have  ever  known  any  appraisal  to  be  subjected  to.  In 
the  re-appraisal,  re-determination  of  units,  yestefday,  you  will 
recall  that  I  instructed  that  the  direct  costs,  without  overhead, 
should  be  used,  and  that  the  overheads  employed  bv  ]\Ir.  Hay- 
ward  be  applied  to  the  direct  costs  which  I  had  found.  My 
reason  for  that  is  that  Mr.  Hayward's  overhead  costs,  per- 
centages— so  termed  often — are  not  percentages,  but  are 
apportionments  of  the  actual  expenditures  of  the  Comnanv  in 
dollars,  apportioned  according  to  either  the  proportion  of 
labor  charged  to  expense  and  applied  to  construction,  or 
material  charged,  in  the  case  of  supply  expense,  to  material 
cost  in  maintenance  or  construction.  Therefore,  the  overheads 
which  Mr.  Hayward  has  used  are  dollars,  from  which  a  per- 
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centage  is  derived,  and  are  not  a  percentage  applied  to  the 
other  figures,  except  as  a  matter  of  apportionment. 

O.  You  stated,  in  answer  to  my  last  question,  that  you 
took  the  $54,924,594  from  the  figures  in  Mr.  Havward's 
appraisal,  1  think,  in  Exhibit  B;  but  is  that  his  exact  figure,  or 
did  you  in  any  instance  apply  a  correction  factor?  In  other 
words,  did  you  accept  his  figures  for  liability  insurance? 

A.  No,  I  did  change  that.  The  liability  insurance  I  did 
change,  and  I  distributed  Mr.  Hayward's  contingency  and 
omission  item,  which  I  also  accepted  substantially,  in  accord- 
cmce  with  the  amounts  which  I  described  yesterday  in  de- 
scribing that  phase  of  the  inventory ;  but,  because  my  figure 
was  larger,  I  forced  some  of  these  percentages  slightly  one 
way  or  the  other,  in  order  that  my  total  should  be  the  same. 
Therefore,  this  column  P  is  not  precisely  that  which  I  described 
yesterday  ;  it  varies  somewhat. 

I  have  followed,  up  to  line  19,  the  same  classification 
and  amounts  that  would  be  found  in  Exhibit  B,  but,  under 
the  items  "Land"  and  "Buildings"'  I  have  included  the  item 
which  appears  in  Exhibit  B  as  "Broad  and  Spruce  Streets 
Property,"  as  a  separate  item.  That  amounts  to  something 
like  six-tenths  of  one  per  cent,  of  the  physical  property  of 
the-  Company,  and  it  is  inconceivable  to  me  that  the  discretion 
of  the  management  of  a  corporation  should  be  questioned  in 
a  matter  of  so  trivial  an  amount,  in  the  exercise  of  its  judg- 
ment. 1,  however,  ascertained  the  facts  in  regard  to  that,  as 
far  as  I  could.  The  property  is  well  situated.  It  is  in  a  loca- 
tion where  it  is  reasonable  and  proper  that  an  exchange  should 
exist.  ]  t  is  a  valuable  piece  of  property,  was  bought  for  the 
purpose  and  there  is  no  reason  that  I  can  discover  wdiy  it 
should  not  he  considered  as  part  of  the  plant  of  the  Telephone 
Conijiany. 

By  Commissioxer  Johnson  : — 

O.  You  would  not  advise  the  Telephone  Company  to  use 
such  valuable  property  as  that  for  an  exchange,  would  you? 

A.  And  its  offices ;  yes,  sir,  I  would. 

O.  Of  course,  for  its  offices,  it  might  be  justified. 

A.  This  is  a  piece  of  property  which,  as  I  understand  it, 
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was  purchased  for  the  double  purpose  of  an  exchange  and  an 
office. 

Q.  Its  location  makes  its  future  value  very,  very  high, 
of  course,  and  it  would  seem  that  the  Company  might  secure 
much  more  reasonable  property,  much  lower  priced  property, 
for  an  exchange  location  than  the  property  at  Broad  and 
Spruce  Streets,  Philadelphia. 

A.  But  would  the  question  of  the  value  of  the  property 
be  the  only  one  to  be  considered?  Is  it  not  also  a  question 
of  the  facility  with  which  it  may  be  reached?  It  may  easily 
make  a  great  difference  in  the  value  of  a  spot  for  telephone 
usage.  In  any  case,  it  expresses  the  judgment  of  the  execu- 
tive officers  of  this  corporation,  vv-ho  have  certainly  shown 
good  judgment  in  most  of  their  work,  and,  if  one  undertakes 
to  criticize  or  (|uestion  their  actions  in  regard  to  a  matter  of 
six-tenths  of  one  per  cent,  of  their  investment,  v>here  will 
you  come  in  the  consideration  of  a  railroad  company,  as  to 
whether  it  should  use  a  concrete  culvert  or  stone  bridge  or 
steel  bridge?     The  diff'erence  amounts  to  a  great  deal  more. 

O.  Doubtless  the  matter  is  of  minor  importance,  but  I 
have  no  doubt  that  ]\Ir.  Hayward  will  find,  within  a  square  of 
Broad  and  Spruce  Streets,  a  property  for  an  exchange  build- 
ing that  would  not  cost  50%  of  that. 

A.  I  should  not  undertake  to  question  his  judgment — far 
be  it  from  me.  I  take  it  the  property  would  not  have  been 
bought,  if  it  had  not  been  with  the  approval  of  the  engineer 
of  the  Company,  as  a  place  where  he  expected  to  place  an  ex- 
change. That  I  found  was  the  usual  practice,  and  also  that 
it  had  not  been  disposed  of  for  that  reason. 

O.  You  have  put  before  us  here  a  very  detailed  tabulation. 
Did  you.  at  the  beginning  of  your  statement,  say  exactly  what 
this  is  and  v/hat  the  gist  of  it  is,  before  going  on  with  your 
detail?  This  is,-  is  it,  an  appraisal  of  the  properties  which 
you  have  made  by  applying  to  the  elements  of  the  property 
unit  costs  which  you  obtained  in  the  way  that  you  indicated, 
in  a  general  manner,  yesterday? 

A.  Xo,  sir.  I  accept  Mr.  Hayward's  figures. 

Q.  You  accept  his  figures  ? 

A.  For  what  is  termed  physical    property.     My    eff'orts 
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were  solely  to  satisfy  myself  as  to  their  correctness,  which  I 
did.  and,  therefore,  I  accept  his  figures,  rather  than  those 
which  I  myself  determined. 

Q.  Then  this  is  an  analysis  of  Mr.  Hay  ward's  figures? 

A.  A  re-statement,  so  far  as  line  19  is  concerned,  of  the 
figures  contained  in  Exhibit  B,  down  to  and  including  "Total 
Plant,"  as  an  analysis  to  enable  a  more  ready  comparison  of 
direct  expenditures,  with  percentages  added  to  them,  than  ex- 
ist in  any  of  the  other  exhibits,  and  to  answer,  perhaps,  ques- 
tions which  have  been  raised  from  time  to  time  as  to  w^hat 
those  overheads  were  and  how  they  were  applied. 

O.  Then  does  this  lead  to  an  appraisal  of  the  value  of  the 
property  by  you  ? 

A.  Yes.  sir. 

O.  A  different  and  independent  appraisal,  to  a  certain 
extent? 

A.  Yes,  sir. 

O.  From  that  made  by  ^\r.  Hayward? 

A.  Yes,  sir. 

O.  And  in  part  it  is  a  checking  up  of  Mr.  Hayward's 
work,  is  it? 

A.  It  is,  in  part,  an  acceptance  of  his  work,  and  from 
there  on,  from  line  19  on,  is  my  judgment  as  to  the  cost  of 
the  various  parts  of  plant  which  were  dealt  with  as  a  cost  of 
th.e  production  of  those  parts. 

Q.  Then  state,  in  a  general  way,  to  what  extent  this  is 
an  independent  appraisal  by  you  and  to  what  extent  it  is  the 
appraisal  made  by  Mr.  Hayward. 

A.  Up  to  line  19  it  is  the  appraisal  made  by  Mr.  Hay- 
ward, re-stated  and  analyzed,  w'ith  a  view  to  a  ready  compari- 
>->n  of  direct  costs  and  the  overhead  charges. 

O.  Which  means  that  Mr.  Hayward's  appraisal  is  taken 
for  $54,000,000  out  of  a  total  of  $71,000,000?- 

A.  ^  e?.  sir.  I  would  like  to  explain  one  or  two  questions. 
At  the  head  of  column  A  is  "Material  Including  'Exempt.'  " 
The  material  is  the  direct  cost  of  all  materials  found  in  th^t 
inventory,  there  being  added  to  it  an  estimated  amount,  which 
is  called  "exempt."  The  trivial  items  which  enter  into  ^Ir. 
Hayward's    appraisal   under   the   general   term    "Supply    Ex- 
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pense,"  represent  small  amounts  of  material,  which  are  mate- 
rial and  not  a  supervisory  or  supply  expense,  and  are  so 
regarded  under  the  metliod  of  accounting  used.  It  was  found 
on  examination  that  about  half  of  that  so-called  '"Supply 
Expense'  is  the  "exempt"  material.  The  word  "exem])t"  is 
a  colloquial  expression,  used  in  this  corporation.  That  is 
why  I  have  used  it  as  a  quotation.  The  laljor  item,  B,  is  the 
direct  labor  found  from  the  development  of  unit  costs.  The 
"Traveling,  Teams,  and  Other  Incidental  Expenses"  are  well 
described.  Column  D  covers  those  parts  of  the  plant  which 
paid  either  for  land  or  paid  contractors ;  that  part  of  the  plant, 
except  land,  which  is  ordinarily  built  under  contract,  and  was 
so  treated  in  the  estimated  appraisal.  Now  column  E,  the 
"Supply  Expense,"  is.  that  which  is  found  as  a  matter  of 
daily  custom  in  the  various  divisions  and  averaged,  less  the 
part  wdiich  appears  as  "exempt"  in  column  A,  and  is  added 
to  the  material  items  only  and  not  to  labor  in  anv  sense. 

By  Commissioner  Tone: — 

O.  What  is  it  supposed  to  cover? 

A.   Storekeeping  and  miscellaneous  supplies. 

O.  Delivery? 

A.  In  some  instances  delivery;  stores  accounting  and  hre 
insurance,  I  take  it,  and  all  the  ordinary  expenses  which  are 
incident  to  handling  materials.  It  is  very  small  in  this  case, 
because  so  small  a  part  of  their  supplies  are  handled  by  them- 
selves, such  an  enormous  part  of  the  expense  is  handled  l)y  the 
Western  Electric  Company,  its  major  storekeeper. 

Column  (i  is  like  column  E,  in  that  it  gives  the  su])ervisory 
expense  as  applied  to  labor,  as  the  supply  expense  is  to  ma- 
terial. That  item  is  like  Mr.  Hayward's  similar  items,  but 
from  it  is  deducted  the  hiability  insurance  included  by  him. 
which  I  described  vesterdav. 

O.  How  did  you  arrive  at  the  40'' >    in  column  G? 

A.  The  amount  varies  in  each  of  the  grand  divisions  of 
the  Company;  that  is,  it  is  found  that  th"s  supervisory  expense 
difl'ers  slightly  in  Pittsl)urgh  and  in  Pennsylvania  Elsewhere 
and  in  Eastern  Pennsylvania,  and  that  AO^'r  is  an  average  of 
the  averages,  wlien  applied  to  "Direct  Labor,"  column   B. 
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By  Mr.  Marye  : — 

Q.   It  is,  then,  a  percentage  of  labor  only  r 

A.    I.aljor  only. 

Q.  Not  a  percentage  of  the  "Total  Direct  Costs?'' 

A.  No.  This  is  a  good  place  to  speak  of  lines  20  and 
21.  Line  20  indicates  the  relationship  of  the  total  just  above 
it  to  the  total  appraised  value  of  the  property,  or  lOO^f,  in 
column  ]\1.  The  next  line,  21,  gives  the  relationship  of  the 
sum  total  above  it,  in  per  cent.,  to  the  100  of  what  is  termed 
"physical  property"  under  column  AI.  Therefore,  the  sum  of 
the  percentages  in  line  20  equals  100  in  column  M.  The  sum 
of  the  percentages  in  line  21  applies  to  the  lOO^V  under 
$54,000,000,  in  column  M,  in  order  that  you  may  discover 
readilv  the  relationship  of  material  to  the  total  physical  prop- 
erty, and  the  relationship  of  labor  to  the  total  physical  prop- 
erty, as  well  as  to  the  total  appraisal  value  of  the  property. 

By  Commlssioxer  Johxson: — 

O.  What  purpose  did  you  have  in  making  the  exami- 
nation of  the  items  which  you  have  made,  to  present  the  figures 
in  the  columns  A  to  L  inclusive?  That  is  merely  an  analysis 
of  Mr.  Hay  ward's  totals? 

A.  Yes,  sir. 

O.  \\"hat  purpose  had  you  in  making  that  ? 

A.  The  questions  which  have  arisen  as  to  the  relationship 
each  of  those  items  bore  to  various  other  items. 

By  Mr.  Marye:— 

O.  The  questions  that  have  arisen  during  this  inquiry? 

A.  During  this  hearing,  as  developed  in  the  discussions 
with  Air.  Hayward,  as  developed  in  the  discussions  with  Mr. 
Gillette,  and  with  Professor  Cooley,  and  with  others. 

By  Commissioner  Johxsox  : — 

O.  Was  it  your  purpose  to  satisfy  your  judgment  as  to 
the  accuracy  of  Mr.  Hay  ward's  judgment? 

A.  Xo.  sir,  not  as  to  the  accuracy  of  his  judgment  at  all, 
but  to  discover  the  relationship  which  those  items  bore  to  my 
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own  experience  in  other  matters,  and  his  percentages  having 
been  expressed  in  a  Httle  different  way  from  those  which  I 
have  been  in  the  habit  of  considering  overheads.  \^ery  rarely 
is  there  found  an  accounting  system  which  distributes  the 
dollars  in  overheads,  as  is  found  in  this  case. 

O.  Did  you  discover,  in  making  this  analysis  of  the 
$54,000,000  total,  any  glaring  mistakes  or  errors  by  Mr.  Hay- 
ward  ? 

A.  No,  sir.  I  found  that  there  were  slight  variations, 
which  I  found  generally  matters  of  expression,  matters  of 
distribution,  where  any  two  men  would  differ  as  to  the  exact 
line  to  draw — too  trivial  to  go  into  in  detail,  and  not  aft'ect- 
ing  the  total  in  any  way.  As  a  total,  or  practically  in  all  de- 
tails, they  are  substantially  what  I  should  expect  would  be 
found  in  a  corporation  organized  to  construct  itself,  with  the 
assistance  of  contractors'  work  in  details ;  not  such  always  as 
would  apply  to  a  corporation  which  expected  to  be  built 
through  the  instrumentality  of  a  general  contractor. 

O.  Having  found  Mr.  Hayward's  figures  entirely  reliable 
in  your  judgment,  and  to  be  accepted,  for  76.88%,  why  did 
you  take  up  the  23.22%  and  apply  unit  costs  of  your  own 
arid  make  a  valuation  of  your  own  ?  AMiat  led  you  not  to  ac- 
cept yiv.  Hayward  all  the  way  down  the  line? 

A.  ^Ir.  Hayward  was  not  expressed  all  the  way  down  the 
line. 

O.  Let  me  understand  that.  He  gave  us  a  valuation  of 
the  entire  cost  of  reproduction  new,  and  I  understand  you  are 
giving  an  appraisal  of  the  property  on  the  same  basis,  are 
you  not? 

A.  No,  sir,  not  on  the  same  basis. 

O.  I  do  not  mean  in  accordance  with  the  same  methods, 
but  you  are  also  giving  us  an  appraisal,  as  Mr.  Hayward  gave 
us  an  appraisal? 

A.  Mr.  Hayward's  appraisal  was  a  development  of  the 
remaining  portion  of  the  plant,  as  I  understand  it,  on  the 
theory  of  what  is  often  known  as  the  ,going  concern  cost.  I 
have  endeavored  here  to  express  the  actual  cost  of  the  essen- 
tial elements  that  have  been  found,  in  one  way  and  another, 
as  I  will  describe  in  connection  with  each  of  them,  and  which 
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ap])ly  to  llic  actual  cost  of  the  property,  not  by  taking  into 
account  deficiencies  or  surpluses,  or  any  of  the  methods  of 
developing-  a  total,  other  than  an  effort  to  find  the  actual  or 
proper  cost  of  that  item  itself  in  the  production  of  the  prop- 
el ty. 

Q.  Mr.  Hay  ward  gave  us  an  appraisal  of  other  plant  as- 
sets, did  he  not? 

A.  And  I  shall  do  so. 

O.  And  you  have  given  us  yours? 

A.  1  am  giving  mine. 

O.  Whv  not  accept  Mr.  Hayward  for  other  plant  assets, 
as  you  have  for  certain  other  things? 

A.  I  dift'er  very  slightly  from  Mr.  Hayward. 

Q.  That  is,  you  found  that  you  could  not  accept  Mr.  Hay- 
ward's  appraisal  of  other  plant  assets  and  must  put  in  one  of 
your  own? 

A.  I  found  that  mine  was  substantially  the  same,  and  I 
took  the  Company's  book  account,  as  did  Mr.  Hayward,  for 
certain  of  them ;  but,  for  instance,  I  was  asked  to  make  an 
analysis  of  "Working  Cash  Capital"  and  explain  what,  in  my 
judgment,  was  a  proper  w'orking  cash  capital,  and  that  led 
to  a  statement  slightly  different  from  his,  and  the  statement 
of  the  manner  of  approach  is  slightly  different  from  wdiat  has 
'been  hitherto  used. 

O.  In  the  matter  of  the  "Cost  of  Establishing  Business," 
are  your  views  essentially  different  from  those  of  IMr.  Hay- 
ward i^ 

A.  I  liave  not  attempted  to  analyze  Mr.  Hayward's  items 
of  establishing  business. 

Q.  You  have  accepted  them  also  ? 

A.  No,  sir,  I  have  not.  I  have  given  the  costs  of  the 
essential  items  entering  into  the  cost  of  the  creation  of  such  a 
company  as  this. 

Q.  In  other  words,  you  have  given  us  your  independent 
judgment? 

A.  Yes,  sir;  not  derived  from  derivatives,  but  from  an 
effort  to  make  a  statement  of  what  the  cost  was. 

Q.  Your  purpose,  however,  was  to  compare  your  final 
result  with  the  final  result  reached  bv  Mr.  Havward? 
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A.  Not  to  compare,  sir,  but  to  state  what  my  judgment 
was  as  to  the  cost  of  such  a  property  as  is  devoted  to  tele- 
phone use  in  the  State  of  Pennsylvania.  In  doing  so  I  have 
freely  used  some  figures,  which  I  derived  also  from  Mr.  Hay- 
ward,  where  they  are  sometimes  less  than  my  own  judgment 
has  indicated  they  might  be;  but,  if  those  are  the  figures  based 
on  the  experience  of  the  Company,  they  must  prevail. 

By  Mr.  Marye  :— 

Q.  In  that  connection  have  you  done  here  exactly  what 
you,  as  an  executive,  would  do  to  arrive  at  a  value  to  place  on 
the  properties  here  in  Pennsylvania? 

A.  I  have. 

Q.  And  it  is  absolutely  independent,  then,  of  any  set-up 
that  has  been  made  by  anybody? 

A.  Yes,  sir. 

Q.  For  the  purpose  of  enabling  you  to  express  your 
opinion? 

A.  Yes,  sir. 

Q.  Of  the  value  of  the  properties  here  in  this  State? 

A.  The  manner  of  presenting  it,  the  manner  of  setting  it 
up,  is  substantially  that  which  I  followed  in  the  set-up  of  the 
corporation  of  which  I  have  recently  been  in  charge. 

0.  The  Niagara,  Lockport  &  Ontario  Power  Company? 

A.  The  Niagara,  Lockport  &  Ontario  Power  Company. 
In  doing  so,  in  arranging  the  set-up  of  accounts  for  that 
Company,  or  contributing  my  part  of  it,  I  dififered  consider- 
ably from  the  ordinary  method  of  ap])ortioning  current  oper- 
ating expense  and  capital — that  which  has  been  of  common 
usage.  For  instance,  it  is  a  matter  of  common  usage  to  in- 
clude as  current  operating  expense,  all  selling  expense,  all  the 
expenses  incident  to  the  disposition  of  your  service,  whether  it 
is  directed  toward  the  increase  of  that  business  or  toward  keep- 
ing it  at  a  constant  level.  I  have  not  felt — to  discuss  that  one 
point  as  an  example  of  what  I  have  in  mind — I  have  not  felt 
that  it  was  fair  to  impose  upon  present  users  of  a  utility  the 
cost  of  acquiring  new  business,  or  the  cost  of  increasing  the 
business,  I  should  say.  I  have  felt  that  it  was  a  proper 
charge  to  tlie  present  users  of  the  utility,  to  charge  as  expense 
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i1k'  inaintcnancc  of  the  business  to  a  level,  constant  amount; 
hut  that  portion  (jf  the  expense  of  the  acquisition  of  business 
incident  to  the  increase  of  business  has  seemed  to  me  thor- 
ou.t^hly  and  properly  a  capital  charge,  and  I  have  alv^^ays  so 
treated  it. 

P)V  Commissioner  Joiinsox  : — 

O.  You  state  that  you  have  treated  the  cost  of  increasing- 
business  as  a  capital  charge? 

A.  As  a  capital  charge.  That  portion  of  the  whole  cost 
of  selling  attributable  to  the  increase  of  business  I  have  treated 
as  a  capital  charge. 

O.  ]\lr.  llayward  treated  that  as  expense,  did  he,  operat- 
ing expense? 

A.  I  do  not  know  cjuite  how  his  was  treated.  I  was  not 
speaking  of  IXIr.  Hay  ward's  as  a  comparison,  but  of  the  ordi- 
nary methods  found  in  ordinary  utility  work. 

Mr.  M.arye:  Mr.  Hayward  treated  that  also  as  capital. 
That  is  one  of  his  elements  of  cost  of  establishing  the  busi- 
ness. 

The  Witness:  Speaking  of  the  Niagara  and  Lockport 
situation,  that  account  v>as  kept  separately,  but,  under  the  ac- 
counting system  as  finally  adopted  by  the  Commission  for  the 
Second  District  of  New  York,  that  part  involved  in  the  crea- 
tion of  new  business,  or  attaching  new  business  to  the  prop- 
erty, was  arbitrarily  continued  as  an  expense  item,  current  ex- 
pense, simply  because  that  was  the  custom,  and  without  other 
reason.  In  the  accounts  Avhich  were  set  up,  however,  it  is  so 
set  up  as  to  be  easily  moved  into  another  column,  at  a  time 
when  a  little  further  consideration  is  given  to  the  propriety  of 
the  matter.  There  were  a  number  of  differences  of  that  na- 
ture, which  I  have  made  an  effort  to  fairly  apportion  to  ex- 
pense which  is  charged  against  the  user,  in  the  last  analysis, 
and  those  which  are  a  proper  charge  to  capital  for  the  future, 
as  nearly  as  my  experience  in  such  matters  has  permitted. 
It  does  not  follow  always  the  current  method. 

Following  line  19  have  come  ordinarily  two  other  items, 
which  I  have  not  provided,  and  I  have  not  provided  them  in 
this  case  because  of  the  peculiarity  which  T  find  in  this  casa, 
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and  which  I  will  try  to  make  clear.  In  ahnost  every  other 
public  utility  corporation,  in  an  appraisal  of  this  sort,  for  this 
purpose,  I  should  expect  to  add  a  general  item  of  contingen- 
cies and,  or  included  in  it,  a  general  item  of  general  contrac- 
tor's profit.  I  think  such  items  are  found  in  almost  every  in- 
stance in  an  award,  and  I  want  to  bring  them  out  here,  be- 
cause my  judgment  in  omitting  them  may  be  in  error,  and  I 
wish  to  submit  it  carefully.  You  wall  recall,  I  think,  that  Pro- 
fessor Coolc}-  dwelt  on  the  necessity  for  a  general  item  of 
omissions  and  contingencies,  applying  broadly  to  everything. 
In  the  beginning  it  was  my  own  expectation  that  such  an  item 
w^ould  be  proper  here,  but  my  reason  for  omitting  it  is  that, 
so  far  as  I  can  find,  all  such  items  are  dealt  with  as  a  charge, 
in  the  last  analysis,  against  expense,  and  are  cared  for  in  the 
methods  of  accounting  of  the  Company,  as,  in  the  last 
analysis,  a  charge  against  revenue,  through  a  very  broad  and 
liberal  use  of  what  it  calls  its  depreciation  fund.  Being  cared 
for  in  that  way,  which  is  a  reasonable  and  proper  wav  if  you 
can  do  so,  and  having  been  dealt  with  in  that  way  in  the  past, 
in  endeavoring  to  develop  the  cost  of  this  property,  it  has  not 
seemed  to  me  that  those  items,  which  have  been  charged 
against  revenue,  against  the  users,  should  again  be  capital- 
ized. Now  I  am  not  sure  whether  I  am  right  about  it,  but 
that  was  my  reason  for  omitting  any  question  of  general 
omissions. 

Bv  Co:mmissioxer  Penxypacker  : — 

O.  At  all  events,  you  omitted  that  item? 

A.  I  omitted  that  item,  but  I  would  like  to  make  very 
clear  my  reason  for  omitting  it,  because  it  is  an  item  which 
should  not  be  omitted  in  the  general  consideration  of  a  utility 
propert;'.  This  seems  to  me  a  clear  case  of  exception.  Like- 
wise the  recognition  is  universal,  I  think,  of  the  right  in  such 
an  appraisal  to  the  consideration  of  what  would  have  been 
found  by  a  general  contractor,  and  the  ordinary  profits  which 
would  have  been  provided  for  him,  and  I  think  it  right  and 
proper,  in  almost  all  situations,  to  provide  that;  but.  as  T  com- 
mented a  few  moments  ago  in  reference  to  the  overheads, 
which  T  found  included  here,  this   Company    has    organized 
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itself  judiciously  to  care  for  itself  as  its  own  general  con- 
tractor. The  expenses  of  that  general  contractor  have  been 
assumed  by  this  Company  and  charged  for. 

Q.  And  there  never  was  any  general  contractor? 

A.  And  it  has  also  provided  for  the  contingencies  which, 
in  the  case  of  a  general  contractor,  would  have  been  assumed 
l)y  him.  It  would,  therefore,  appear  to  me  in  this  case  as  a 
duplication  to  include  anything  for  a  general  contractor, 
although  that  is  a  point  which  is  dwelt  upon  in  every  similar 
situation,  and  has  almost  always,  if  not  invariably,  been  al- 
lowed. 

By  Mr.  Marve: — 

O.  Even  when  there  was  not,  in  fact,  a  contractor? 

A.  Even  when  there  was  not  a  general  contractor  actually 
employed.  I  want  to  be  very  clear  as  to  those  two  reasons, 
because,  if  I  may  be  permitted  to  say  so,  I  think  it  may  be 
that  the  presentation  of  this  case  will,  in  a  measure,  enter  into 
the  consideration  of  other  cases  in  the  future. 

Commissioner  Johnson  :  I  think  we  can  leave  that  to 
Professor  Cooley  and  you  to  settle  between  yourselves.  Pro- 
fessor Cooley  had  the  opposite  view.  We  will  leave  that 
question  to  you  to  settle. 

The  Witness:  I  am  not  arguing  this  before  Professor 
Cooley;  I  am  arguing  it  before  this  Commission,  and  it  is  the 
Commission  that  is  going  to  decide,  in  a  very  serious  way, 
other  cases  of  other  utilities.  I  do  not  want  my  opinion  in 
this  case  to  weigh  against  a  judicious  and  proper  procedure  in 
the  case  of  other  corporations. 
Bv  Mr.  Marye:— 

Q.  In  other  words,  do  you  mean  by  that  that  the  Tele- 
phone Company,  because  of  its  methods  of  doing  its  business, 
is  peculiar? 

A.  In  my  experience  it  is  peculiar  in  this  respect. 

Q.  And  what  may  be  found  to  be  true  and  fair  in  the 
treatment  of  these  Telephone  Companies,  might  not  be  fair 
as  to  other  utilities  operating  in  the  State  of  Pennsylvania, 
such  as  electric  light,  power,  and  railway  companies? 

A.  Yes.  sir. 
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Line  22,  ''Furniture  and  Fixtures:"  It  is  inconceivable 
that  the  amount  of  furniture  and  fixtures — and  I  will  also 
include  line  23,  "Tools,  Teams,  and  ]Motor  Vehicles" — here 
provided  would  be  sufficient,  even  remotely  sufficient,  to  build 
this  property  in  five  or  six  years.  They  are,  however,  the 
amounts  which  are  in  use  by  the  corporation,  or  were  on  Au- 
gust 31,  1912,  in  its  current  business,  and,  whether  or  not 
they  are  sufficient  for  the  construction  of  the  property  in  six 
vears,  is  immaterial  in  this  manner  of  set-up,  in  trying  to  ex- 
press the  cost  without  theory. 

I  was  also  asked  to  give  some  consideration  to  the  ques- 
tion of  "Working  Cash  Capital." 

O.  Before  taking  that  up,  have  you  anything  to  say  al)out 
line  24? 

A.  Line  24  is  "Supplies."  One  of  the  first  things  which 
attracted  my  attention  in  my  consideration  of  the  property 
was  the  very'small  amount  of  supplies  which  the}-  carry  for  a 
company  doing  so  enormous  a  current  maintenance  work,  as 
well  as  so  large  a  construction  business.  $500,000  or  $600,000, 
for  a  company  doing  a  business  in  maintenance  and  new 
construction  of  $10,000,000  to  $15,000,000  a  vear  seemed 
astounding  to  me,  until  I  came  to  inquire  as  to  their  source  of 
supplies  and  method  of  handling  them.  During  1913  the  pur- 
chases of  material  for  construction  and  operation,  or  mainte- 
nance, amounted  to  $5,585,000,  most  of  the  work  being  done 
during  nine  months  of  the  year. 

By  Commissioner  Tone: — 

O.  Could  you  state  how  that  was  divided  as  between 
construction  and  maintenance  of  operation? 

A.  I  have  that  somewhere,  Mr.  Tone.  I  will  have  to 
check  my  memory  ;  I  cannot  remember  exactly  how  that  divi- 
sion was  made.  With  that  amount  of  business,  the  stock  on 
hand  varied  from  day  to  day  during  the  year,  and,  as  of  Au- 
gust 31,  1912.  it  was  $511,081;  as  of  December  31st,  it  was 
$553,000,  and  during  1913  it  varied  between  $482,000  and 
$599,000.  That  is  entirely  and  only  subsidiary  supplies,  scat- 
tered all  over  the  State,  in  small  storehouses  and  in  difterent 
exchange  areas.     In  addition,  however,  to  the  Company's  sub- 
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sidiary  supplies,  are  the  large  depots  of  the  Western  Electric 
Company  in  Pittsburgh  and  in  Philadelphia,  which  carry  very 
large  amounts  of  material,  telephone  material,  solely  for  the 
use  of  the  Telephone  Company. 

By  Mr.  Marye: — 

O.  In  Pennsylvania? 

A.  In  Pennsylvania.  In  addition  to  those  depots  at  Pitts- 
burgh and  Philadelphia  are  still  other  depots,  not  distant, 
where  poles,  switchboards  complete,  and  enormous  quantities 
of  cable,  aerial  wire,  crossarms  and  what  not,  are  also  carried, 
and  from  which  Pennsylvania  draws,  as  other  States  draw  on 
the  other  depots  for  their  needs  in  times  of  emergency.  As 
material  is  taken  out  of  the  telephone  plant,  it  is  returned  to 
the  Western  Electric  Company,  paid  for  or  credited  by  the 
\\'estern  Electric  Company  at  its  full  purchase  value,  and  car- 
ried by  the  Western  Electric  Company  at  that  value  until 
again  withdrawn  by  the  Telephone  Company — a  class  of  ma- 
terial which  any  other  arrangement  would  require  the  Com- 
pany itself  to  carry,  as  part  of  its  supplies.  The  stores  which 
are  carried  by  the  Western  Electric  Company  in  Philadelphia 
and  in  Pittsburgh,  and  which  cannot  be  diverted  to  the  use  of 
other  customers,  were  $302,000  during  1913,  and  the  pro- 
portion of  orders  filled  in  Pennsylvania  to  the  other  States 
also  served  by  these  same  depots  is  6Sfo  for  Pennsylvania, 
which  brings  that  amount  to  $197,000,  as  devoted  to  the  use 
of  Pennsylvania.  Likewise,  the  used  material  taken  out  of 
plant,  full  credit  therefor  being  given  by  the  Western  Electric 
Company  and  carried  by  them,  is  $202,000,  amounting  in  all 
to  $400,000.  The  third  item,  stores  carried  in  Philadelphia 
anfl  Pittsburgh  and  elsewhere — that  is,  in  not  distant  depots — 
available  to  the  Pennsylvania  companies  for  their  emergency 
requirements,  was  many  millions  of  dollars  in  value;  but,  as 
fairly  useful  to  Pennsylvania  for  storms,  fire,  and  other  mis- 
fortunes, and  which  are  drawn  upon  in  emergencies,  the 
amount  may  be  fairly  assigned  at  about  $1,000,000,  mak- 
ing a  total  of  about  $1,400,000  in  stores  available  to  this  corpo- 
ration, in  addition  to  the  small  amount  of  $600,000  carried  in 
their  own  storehouses  as  current  supplies,  and  the  two  would 
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be  about  $2,000,000,  which  is  not  far  wrong  for  a  business  of 
the  nature  and  magnitude  of  theirs. 

By  Commissioner  Brecht  : — 

Q.  How  did  you  arrive  at  the  proportionate  amount  to 
which  Pennsylvania  is  entitled  in  that? 

A.  Out  of  these  many  millions? 

Q.  Yes. 

A.  By  a  rough  study,  sir,  of  the  amounts  used  in  sudden 
emergencies,  such  as  the  floods  of  last  year,  such  as  the  storm 
of  this  year,  although  that  I  did  not  take  into  account,  and 
other  emergencies  which  have  occurred. 

Q.  Was  it  based  upon  the  valuation  of  the  plant  in  the  re- 
spective States? 

A.  No,  sir. 

Q.  Or  the  number  of  stations? 

A.  No,  sir;  on  the  amount  which  was  actually  employed 
and  which  had  to  be  rushed  in  here  quickly  from  somewhere. 
It  is  a  rough  approximation.  It  is  not  an  item  on  which  you 
are  going  to  be  asked  to  pay  a  rate  of  return,  but  it  is  an  effort 
to  explain  why  the  $600,000  of  supplies  on  hand  is,  together 
with  this  arrangement,  sufficient. 

Q.  Does  that  apply  to  any  series  of  years,  or  just  to  the 
particular  year  that  you  had  it  under  consideration? 

A.  This  $600,000  applies  to  1913.  That  was  a  year  in 
which  it  was  convenient  to  follow  it  out. 

By  Commissioner  Tone: — 

O.  You  will  make  a  subdivision  of  those  as  between 
construction  material  and  material  for  operation  and  main- 
tenance? 

A.  Yes,  sir,  I  will  do  so.  I  am  going  to  make  a  statement 
a  little  further  on  as  to  the  probable  requirements  in  succeed- 
ing years,  for  a  year  or  two,  and  this  is  a  convenient  time  to 
say  that,  for  1915,  it  would  appear  to  me  that  the  stores  owned 
and  carried  in  their  supplies  should  increase  properly  to  some- 
where between  $600,000  and  $1,000,000;  probably  somewhere 
about  $800,000  would  be  a  reasonable  amount,  on  the  same 
theory,  the  same  method  of  operation  that  is  now  being  used. 
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By  Mr.  Marye  : — 

Q.  But  you  have  accepted  the  figures  for  "Supplies?" 
A.  For  1912.  yes,  but  I  say  for  1913,  1914,  and  1915  it 

would  he  essential,  I  think,  that  that  amount  be  increased  to 

somewhere  between  $600,000  and  v$1.000.000:  perh.aps  on  an 

average  $800,000.     I  do  not  know. 

Bv  Commissioner  Tone: — 

O.  Would  not  that  depend  a  good  deal  on  the  close 
arrangements  they  have  with  the  Western  Electric  Company? 

A.  Those  supplies  are  incredibly  small  even  for  the 
current  maintenance  of  local  exchange  areas. 

Q.  I  understood  from  J\Ir.  Swope's  testimony  that  they 
were  gradually  improving  the  facilities  of  the  Western  Electric 
Company  for  the  carrying  and  very  prompt  delivery  of  tele- 
phone supplies? 

A.  Yes,  sir,  I  understood  Mr.  Swope  to  say  so,  but  the 
W'estern  Electric  Company,  it  does  not  seem  possible  to  me, 
can  ever  take  the  place  of  local  supplies,  to  deal  with  local 
emergencies  and  eliminate  those  delays  incident  to  transpor- 
tation. In  the  maintenance  of  service,  you  always  had  to  have, 
in  each  of  the  local  exchange  areas,  some  supplies  to  meet 
local  emergencies,  and  you  cannot  wait  the  day  or  two  it  would 
take  to  get  a  shipment  by  express  from  Pittsburgh  to  some- 
where in  the  mining  country,  for  example.  That  is  what  I 
had  in  mind.  It  would  seem  to  me  a  duplication  of  effort  for 
the  Western  bllectric  Company  to  undertake  to  establish  a 
supply  house  in  each  exchange,  because  I  should  suppose  they 
could  not  go  much  beyond — ;this  is  supposing — they  could  not 
go  much  beyond  the  point  where  an  employee  was  necessary  to 
care  for  it.  That  is  what  I  have  in  mind,  and  expresses  it, 
perhaps,  as  well  as  anything. 

Bv  Mk.  Marye:— 

Q.  In  that  connection  have  you  anything  to  say  as  to 
that  relationship,  between  the  Western  Electric  Company  and 
these  operating  Telephone  Companies? 

A.  Oh.  I  do  not  see  how  it  is  otherwise  possible  that 
there  could   be   such  prompt   maintenance,  j-^rompt   return   to 
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service,  after  a  tremendous  emergency  such  as  constantly 
occurs.  That  is  why  the  telephone  company  service  so  far 
exceeds  that  of  any  other  utility  in  the  promptness  with  which 
it  recovers. 

O.  You  mean  it  is  hecause  of  this  relationship  ? 

A.  It  is  because  they  have  such  vast  supplies  to  draw  on 
without  hesitancy,  and  with  full  confidence  that  they  are  goins^ 
to  be  there  as  quickly  as  they  can  get  the  men  around.  I  would 
have  given  a  great  deal,  as  an  operating  officer,  to  have  had 
such  a  source  of  supply  as  is  here  provided.  I  think  all 
utility  operators  would.  My  own  experience  with  the  W'estern 
Electric  Company  also  has  been  very  successful.  I  have 
bought  very  large  amounts  of  material  from  them  at  different 
times,  and  I  can  well  understand  how  they  can  expand  their 
organization  to  care  for  such  a  situation  as  is  presented  by  the 
telephone  companies. 

Q.  You  had  been  a  customer  of  the  ^\'estern  Electric 
Company  for  years,  when  you  were  manager  of  a  corporation 
up  in  Niagara? 

A.  Yes,  sir.  I  do  not  mean  to  imply  that  1  have  been 
a  large  customer  of  theirs,  what  they  would  consider  a  large 
customer.  I  have  bought  a  good  deal  of  wire,  bought  poles 
and  bought  such  things  as  they  handle  very  efficiently,  and 
which  were  applicable  to  electric  light  and  power  work. 

O.  You  have  had  experience  with  them  to  give  }ou  a 
knowledge  of  th-rir  business  and  their  bus'ness  methods? 

A.  To  that  extent,  yes. 

O.  Your  next  item  is  line  25. 

A.  "Working  Cash  Capital."  I  think  jirobably  it  is 
general  in  corporations  not  to  have  an  account,  specific 
account,  as  I  think  they  should  have,  for  working  cash  capital, 
in  order  that  it  may  well  be  kept  track  of  and  followed ;  but 
it  is  not  general,  and  I  have  not  found  it  ])rescnt  in  this 
instance.  I  was  asked  to  deal  with  that  as  with  other  items 
of  cost,  and  I  did  not  find  an  expression  wdiich  exactly  covered 
my  idea  of  what  was  included  in  that  account,  which  I  would 
like  to  define.  The  working  cash  capital  is  the  money  fre- 
quently and  recurrently  necessary  in  a  business,  which  is  not 
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Iransniuted  into  physical  plant.     It  is  money  working  the  same 
as  a  bridge  works. 

Here  are  my  figures  in  regard  to  the  distribution  of 
expense,  Mr.  Tone.  In  1913,  with  an  annual  revenue  for  tele- 
phone oi)erations  in  Pennsylvania  of  $16,140,000,  there  was 
an  operation  expense  of  $9,190,490;  construction  work  charged 
to  capital  $6,234,332,  or  a  total  business  of  $15,424,822,  or  an 
average,  for  the  twelve  months,  of  approximately  $1,300,000 
a  month.  The  total  operations  were  about  $16,000,000,  the 
operating  expense  a  little  over  v$9,000,000,  and  the  construction 
work  about  six  million  dollars  and  a  cjuarter. 

]jY  Commissioner  Tone: — 

O.  I  think  that  is  important,  but  I  was  referring  to  item 
24,  $550,000,  which  I  thought  you  said  was  divided  between 
materials  and  supplies  for  construction  purposes,  and  materials 
and  supplies  for  operation  and  maintenance. 

A.  You  wanted  the  supplies  themselves  divided  into  that, 
not  the  total  amount  of  business  in  those  two  respects?  I 
have  not  that  figure,  but  it  is  not  difficult  to  derive  it. 

]\Ir.  Marye  :  I  think  that  Mr.  Tone's  question  related  to 
the  portion  of  the  supplies  carried  by  the  Western  Electric 
Company  in  neighboring  depots,  that  were  available  to  tele- 
phone operations  in  Pennsylvania,  which  you  said  you  had  ar- 
rived at  by  apportioning  the  supplies  that  they  carried  in  those 
rieighboring  depots,  by  some  method,  so  as  to  attribute  a  por- 
tion of  them  to  the  State  of  Pennsylvania. 

Commissioner  Tone:  No,  Mr.  Paine  said  that  this  item 
24  was  supplies  carried  by  the  Company  in  its  own  ware- 
bouses. 

The  \\'itness:    About  five  hundred  and  some  odd  thou- 
sand dollars. 
By  Commissioner  Tone: — 

O.  For  the  purpose  of  maintenance  and  operation  and 
also  for  the  purpose  of  construction.  I  asked  if  you  had  di- 
vided that  item  as  between  those  two. 

A.  Divided  the  five  hundred  odd  thousand  dollars? 

Q.  Yes. 
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A.  I  think  that  that  may  be  safely  assumed  to  be  entire- 
ly operation.  It  is  so  small,  and  the  items  are  so  small,  as  to 
be  negligible  in  the  construction  work,  and  I  think  construction 
work  is  almost  invariably  drawn  from  the  main  depots  of  sup- 
plies at  Pittsburgh  and  Philadelphia,  so  far  as  I  can  discover, 
on  direct  order  for  construction,  on  the  Western  Electric 
Company.  I  will  try,  however,  to  make  a  further  analysis  of 
that. 

(At  the  request  of  Commissioner  Tone,  the  following  an- 
swer of  Mr.  Paine  was  read : 

'Tn  1913.  with  an  annual  revenue  for  telephone  opera- 
tions in  Pennsylvania  of  $16,140,000,  there  was  an  operation 
expense  of  $9,190,490;  construction  work  charged  to  capital 
$6,234,332,  or  a  total  business  of  $15,424,822,  or  an  average 
for  the  twelve  months  of  approximately  $1,300,000  a  month.") 

l^HE  Witness:  It  is  for  the  business  done,  of  $15,424,- 
822.  averaging  $1,300,000  a  month,  that  the  working  cash  capi- 
tal is  required,  and,  to  my  mind,  that  is  divided  up  into  four 
general  items :  first,  money,^  earned  but  not  yet  paid  to  the 
Company,  which  I  find  in  1913  was  about  $1,200,000  as  an 
average  for  each  month ;  second,  advances  to  employees  and 
agents,  which  I  think  should  be  about  $100,000;  third,  an 
amount  to  supplv  a  deficiency  which  may  occur  between  cash 
in  and  cash  out,  daily  balances — nothing.  To  my  great  sur- 
prise, I  found  that  at  no  time  during  the  year  1913  did  the 
cash  out  exceed  the  cash  coming  in  for  more  than  two  or  three 
days  at  a  time,  and  for  a  relatively  small  amount. 

O.  That  indicates  a  capable  treasurer. 

A.  Indicates  a  ciipable  treasurership.  Apparently  that 
has  been  going  on  for  some  time  and,  therefore,  no  allow- 
ance seems  to  be  necessary  to  take  care  of  that  phase.  Fourth, 
fixed  bank  deposits.  That  is  only  $1,200,000.  To  just  what 
degree  a  further  detail  analysis  would  be  interesting,  I  do 
not  know.  It  is  an  extremely  interesting  study,  and  each  of 
those  four  items  I  can  give  in  detail,  as  to  the  amounts  in  re- 
gard to  the  different  items. 

By  Mr.  Marye: — 

O.  As  the  result  of  your  study  of  this  matter  of  a  proper 
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\vorkill^•  capital  for  these  Companies,  what  is  your  opinion  of 
the  amount  reasonably  required? 

A.  I-'or  1913 — I  did  not  attempt  to  make  it  for  any  other 
period — it  was  two  million  dollars  and  a  half,  being  the  sum 
t)f  those  items  which  1  have  given  under  the  four  general 
heads. 

O.   I'or  the  year  1912  I  see  you  have  a  ligure  set  up. 

A.  I  simply  put  in  the  figure  which  had  been  used.  I 
made  no  study  of  1912. 

O.  You  took  Mr.  Hayward's  figures  for  that? 

A.  I  took  whatever  had  been  used. 

O.  In  Exhibit  B? 

A.  T  did  not  pav  very  much  attention  to  it.  It  was  the 
amount  which  seemed  to  be  assumed  by  others  for  that  year, 
and  I  was  studying  1913. 

Q.  I  just  simply  wanted  to  get  into  the  record  where  you 
got  the  figure  $2,250,000. 

A.  I  took  that  as  the  statement  in  Exhibit  B,  as  "Work- 
ing  Capital"  there  employed,  without  giving  it  any  considera- 
tion. 

Q.  The  figures  which  you  gave  of  your  own  just  now 
v.ere  for  the  year  1913? 

A.  Yes.  sir.  That  amount  would  have,  of  course,  to  in- 
crease with  the  increase  in  the  business. 

This  Company  uses  its  fixed  bank  deposits  in  what  is, 
to  me.  an  entirely  new  way,  a  very,  very  useful  way.  and  I 
am  very  glad  to  know  about  it.  It  had  224  banks  of  deposit 
in  the  State  of  Pennsylvania,  and  carries,  as  a  low  amount, 
something  under  $1,000,000,  or  just  about  $1,000,000.  to  about 
$1,200,000.  In  the  consideration  of  this  question  and  to  de- 
termine why  so  large  a  number  of  banks  were  used,  I  divided 
them  into  three  groups. 

The  first  group  is  of  200  of  the  224  banks.  They  are  lo-- 
cated  in  rural  communities,  are  small  banks,  and  the  Company 
provides  them  with  the  ordinary  stationery  of  the  Company, 
on  which  they  make  reports  to  the  treasurer.  They  make 
collections  in  accordance  with  bills  presented  to  them  for  pay- 
ment, remit  those  collections  from  time  to  time  to  the  Com- 
'pany's  larger  banks,  without  exchange.     They  act,  in  making 
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their  reports  to  the  treasurer,  just  exactly  as  an  employee 
would  make  them,  and  I  think  it  is  obvious  that  a  bank  is  the 
most  efificient  collecting-  medium  in  any  community,  for  peo- 
ple hate  to  have  it  known  that  there  is  a  bill  out  against  them  at 
the  bank.  Those  200  banks  have  deposits  ranging  from  $200 
up  to  $1000  only.  There  are  only  one  or  two  of  them 
with  $1000,  and  the  total  in  the  whole  200  is  only  $105,300. 
Practically  every  one  carries  a  fixed  deposit  of  $500, 
from  which  it  must  derive  its  sole  recompense  for  the 
really  valuable  services  which  it  renders.  I  speak  of  it  in  this 
way,  for  it  does  seem  to  me  that  a  public  service  corporation 
should  pay  for  service  rendered,  and  I  do  not  think  that  they 
carry  enough  money  in  those  200  banks  to  recompense  fairly 
those  banks  for  the  services  rendered.  It  is  true  that  the 
1-ianks  would  not  give  it  up  for  anything,  because  they  like  to 
have  it  known  that  they  are  the  depository  of  this  great  Com- 
pany, but  I  believe  that  the  service  rendered  should  be  recom- 
pensed, preferably  by  a  larger  balance  in  those  smaller  banks. 

Group  2  consists  of  10  banks,  in  w'hich  the  deposits  run 
from  $1500  to  $3000.  They  are  situated  in  larger  places, 
v/ith  a  larger  volume  of  service.  Thev  render  the  same  gen- 
eral type  of  assistance  to  the  Company  as  group  1.  and,  in 
addition,  cash  employees'  checks,  and  that  sort  of  thing,  with- 
out commission. 

The  third  group,  of  14  l)anks,  range  from  $10,000  to 
$200,000,  and  are  the  general  banks  of  deposit,  and  render  the 
usual  banking  service,  such  as  temporary  loans  and  that  sort 
of  thing.  Some  of  them — seven  of  the  fourteen — are  de- 
pended upon  for  emergency  funds,  and  for  the  transmission, 
without  exchange,  of  money  to  Philadelphia  and  New  York. 
Some  of  those  banks  cash  upwards  of  8.000  checks  a  week  for 
tile  Company,  without  payment.  But  I  think  the  Company 

ought  to  be  encouraged  to  a  further  consideration  of  the  group 
of  200  small  banks,  by  a  very  liberal  treatment  of  the  privi- 
lege of  carrying  funds  in  bank. 

Line  26  is  "Organization  and  Development."  $1,345,400. 
That  is  the  amount  which  appears  in  Exhibit  B  as  the  esti- 
mate of  the  Company  for.  "Organization  and  Development." 
including  the  organization  of  its  corps  of  operatives  and  con- 
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structiun  men,  in  addition  to  the  ordinary  meaning-  of  the  term 
"Or.ijanizati()n  and  Development,"  with  which  I  am  in  the 
hahit  of  associating  the  cost  of  incorporation  and  legal  ex- 
penses, and  such  preliminary  expenses  as  that. 

Q.  It  is  sometimes  called  "Preliminary  Expenses?" 

A.  Yes,  hut  in  addition  to  the  preliminary  expenses,  is 
this  other  duty  included  in  that  amount.  The  amount  is  not 
excessive  for  the  ordinary  interpretation  of  preliminary  ex- 
penses, but  with  the  other  function  it  makes  it  a  very  small 
amount.  However,  if  it  is  the  judgment  of  the  Company  that 
thev  can  do  it  for  that,  I  have  no  reason  for  raising  it.  I 
would  hate  to  do  it  for  that  myself. 

Q.  You  understand  that  that  covers  the  cost  of  training 
the  entire  forces  of  the  present  organization? 

A.   Yes,  sir. 

O.  Ana  welding  them  into  an  operating-  unit? 

A.  Yes,  sir,  including  the  training  schools  of  ditierent 
sorts. 

Line  27,  "Attaching  Business  (Selling  Service)"  is 
$1,597,202,  and  is  that  proportion  of  the  current  expense  inci- 
dent to  each  subscriber,  found  by  the  total  amount,  spent  in 
that  department,  which  they  call  Commercial,  divided  by  the 
numl)er  of  contracts  written  and  applied  to  the  total  number 
of  stations  now  in  service. 

Q.  As  explained  by  Mr.  Hayward  in  his  testimony  ? 

A.  I  think  it  is  substantially  that  figure. 

O.   I  say,  as  explained  by  Mr.  Hayward? 

A.  Yes. 

Line  29  is  "Interest  During  Construction,"  $3,114,749. 
In  the  consideration  of  the  working  capital  and  other  kindred 
questions,  it  developed  that  the  Company's  revenue  was  always 
sufficient  for  its  current  expenditures  for  maintenance,  opera- 
tion, dividends,  and  its  investments  in  plant  and  contiguous  pro- 
perties, telephone  properties  in  contiguous  States.  There  ap- 
peared a  total  sum  on  the  Company's  books  of  $3,114,749,  as 
interest  paid  during  the  history  of  the  Companv.  In  view  of 
the  facts  previously  stated,  the  only  reason  for  the  payment 
of  interest  would  have  been  the  temporarv  or  other  use  of 
capital   for  construction  purposes,   and   I  have  assumed  that 
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this  was,  therefore,  interest  on  construction,  arrived  at  in 
that  way.  The  amount  is  not  quite  6%  of  the  cost  of  the 
physical  property,  and  would  not  be  a  large  amount  to  add  as 
interest  during  construction. 

By  Commissioxer  Johnson: — 

0.  ^'ou  say  this  total  of  $3,114,749  is  shown  as  interest 
paid  on  the  books  of  the  Company? 

A.  Yes,  sir. 

O.  During  what  period? 

A.  The  entire  history  of  the  Company. 

O.   From  1884  to  the  present? 

A.  I  have  forgotten  whether  it  went  to  1879  or  whether  it 
is  1884. 

By  Mr.  Mar  ye: — 

O.   It  is  all  the  interest  you  can  find  that  has  been  paid? 

A.  It  is  the  only  interest  that  I  can  find  as  having  been 
paid,  and  the  only  reason  it  was  discoverable  was  the  invest- 
ment of  money  from  time  to  time  in  construction  and  how 
much  of  it  was  capitalized,  and  that  is  just  about  the  amount 
which  one  would  expect  would  be  found  as  interest  during 
construction.  That  seemed  to  lie  about  the  only  way  to  arrive 
at  a  reasonable  figure. 

By  Commissioner  Johnson: — 

O.  You  are  familiar  with  the  fact  that  Air.  I  lay  ward,  in 
Exhibit  C,  made  a  theoretical  set-up  of  the  cost  of  bringing 
the  Company  into  existence,  assuming  a  six  year  period? 

A.  Yes,  sir. 

Q.  And  that  he  arrived  at  an  interest  charge,  for  that 
six  year  period,  of  $10,452,000? 

A.  Yes,  sir. 

O.  \\'ould  there  be  any  connection  between  the  interest 
charge,  as  actually  found,  of  $3,000,000.  and  his  theoretical 
assumption  of  a  $10,452,000  charge? 

A.  Xo,  sir,  I  think  there  is  no  connection  between  the 
tw^o  in  any  way.  One  is  an  effort  to  develop  theoretically  the 
going  cost  of  the  concern,  taking  into  account  deficiencies  and 
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suriiliiscs  in  revenue  and  expenses.  My  efTort  is  of  a  different 
nature,  and  is  to  develop  the  cost,  as  nearly  as  is  humanly  pos- 
sible, of  the  property  as  it  stands,  under  the  conditions  which 
liave  existed. 


\\\  Mr.  Makvk :— 

(J.  Jn  that  connection,  do  you  read  Mr.  Hayward's  set- 
up, in  the  exhibit  referred  to,  of  v$10,000,000,  as  representing 
only  interest  during  construction? 

A.  No.  sir,  I  understood  it  to  include  interest  also  on  the 
deficiency  in  revenue,  in  one  period  of  it,  less  the  surplus  in 
revenue  over  expenses  over  another  period. 

O.  In  other  words,  it  included  the  deficits,  estimates  of 
deficits,  during  the  hypothetical  period? 

A.  Yes ;  that  was  my  understanding. 

O.  Whereas,  your  figure  of  three  million  odd  dollars  that 
you  used,  is  entirely  interest  on  construction,  during  the  period 
of  construction? 

.\.  Yes.  1  have  considered  no  questions  of  deficiency, 
because,  during  the  entire  term  of  the  Company's  history,  tak- 
ing it  all  in  all.  I  believe  there  has  not  been  found  a  deficiency, 
and  such  deficiences  as  have  actually  existed  have  been  made 
up.  One  is  a  theoretical,  hypothetical  case;  the  other  is  an 
effort  to  analyze  the  actual  case. 

O.  Have  you  an  opinion  as  to  what  would  be  the  prol)- 
al)le  interest  charges  to  construction  during  a  period  that 
would  have  been  necessary  to  be  consumed  in  erecting  a  prop- 
erty of  this  magnitude,  purely  as  a  matter  of  opinion  ? 

A.  I  assum.e  that,  in  the  erection  of  a  property,  some 
l)arts  of  Avhich  take  longer  to  build  than  others,  and  assum- 
ing the  interest  period  to  be  that  time  elapsing  between  the 
l)eginning  of  the  particular  work  and  the  conclusion  of  that 
l)articular  part,  ready  for  use,  and  that  that  time  would  aver- 
age somewhere  about  nine  months,  that  the  interest  charges 
would  be.  on  an  average,  6%  ;  something  like  that. 

O.  In  other  words,  if  you  yourself  undertook  to  construct 
a  plant  of  this  magnitude  and  of  this  character,  you  would 
expect  to  incur  a  capital  expense  for  interest  amounting  to 
about  what  you  actually  find  the  set-up  to  be  in  this  exhibit" 
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A.  About  so;  about  6%.  I  do  not  recall  any  case  where 
it  would  average  less  than  that,  and  I  do  not  recall  any  case 
where  it  would  be  very  much  more,  always  assuming  that  it 
is  the  interest  charged  during  the  construction,  and  before 
that  particular  part  of  the  property  is  taken  over,  as  ready 
for  use;  not  carrying  it  over  a  period  of  time  when  its  need 
is  essential.  That  is,  you  might  have  built  a  property,  or  a 
part  of  a  property,  and  got  it  finished  before  it  could  be  used. 
I  am  only  including  the  period  during  the  actual  construction 
of  the  property.  You  might  put  up  a  building  which  was  not 
actually  used  for  another  six  or  eight  months,  and  have  to 
carry  it;  but  that  is  not  the  interest  that  I  am  referring  to 
here,  the  interest  which  is  ordinarily  borne  by  a  contractor  up 
to  the  time  he  is  paid  his  money.  I  think  that  is  perhaps  as 
good  an  expression  as  any. 

O.  If  it  were  let  by  contract,  this  would  be  the  amount 
of  money  that  the  contractor  would  carry? 

A.  Something  of  that  sort,  about  as  nearly  as  you  can 
express  it. 

O.  It  is  an  element  al\va}'s  found  in  the  construction  of 
a  property? 

A.  Yes. 

Q.  And,  of  course  a  capital  charge,  as  there  is  no  income 
during  construction? 

A.  Xo  possibility  of  income.  It  has  not  been  turned  over 
for  use. 

"Taxes  During  Construction."  in  line  30:  that  was  an 
effort  to  apportion  taxes,  in  somewhat  the  same  way. 

Bv  Commissioner  Johxson: — 

O.  Are  properties  valued  for  taxation  before  thev  are 
constructed  ? 

A.  Yes,  sir,  so  far  as  my  exf)erience  goes.  I  do  not  know 
what  the  custom  is  here  in  Pennsylvania,  but  I  understand 
they  are. 

r.v  ]\Ir.  ■\Iarve  : — 

O.  Are  they  in  Xew  York? 
A.  Yes. 
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By  Commissioner  Johnson: — 

Q.  If  you  were  to  construct  a  building,  there  would  be  no 
taxes  on  that  building  until  it  was  constructed,  would  there? 

A.  In  New  York  there  would  be.  I  do  not  know  about 
Pennsylvania.  I  forgot  to  find  out.  I  took  it  as  a  matter  of 
course  there  would  be. 

Mr.  Candor:    They  value  the  property  and  tax  it. 

Commissioner  Pennypacker:  The  taxes  go  on  all  the 
time,  but  the  taxation,  I  take  it,  is  made  on  the  valuation. 

Mr.  Marye  :    Yes,  sir. 

Commissioner  Pennypacker:  And  the  valuation  of  a 
vacant  lot  would  be  one  thing  and  the  valuation  of  a  lot  with  a 
building  constructed  on  it  would  be  another  thing. 

By  Mr.  Marye:— 

Q.  And  that  is  what  you  meant  by  apportionment? 

A.  What  I  meant  by  apportionrnent  was  the  assumption 
that,  in  this  going  concern  property,  there  would  be  a  certain 
amount  of  plant  under  construction  from  period  to  period, 
and  the  taxes  for  the  year  would  be  so  much,  and  of  those 
taxes  about  $114,000  would  be  applicable  to  the  part  which  was 
under  construction,  rather  than  to  the  part  which  was  in  use 
and  operation.  It  is  not  a  very  exact  figure  one  way  or  the 
other,  but  it  is  very  small. 

Q.  In  other  words,  the  taxes  on  propert}-  completed  should 
be  carried  as  an  expense? 

A.  Yes.  sir. 

Q.  Whereas  the  portion  of  the  taxes  attributable  to  the 
property  under  construction  should  go  to  capital  ? 

A.  They  should. 

Q.  And  of  the  total  taxes  found  in  any  year  of  the  Com- 
pany, there  should  be  an  apportionment  made  as  between  ex- 
penses and  as  between  capital? 

A.  There  should. 

O.  And  of  the  total  taxes  paid,  the  expenses  should  carry 
the  proportion  that  the  total  construction,  including  that  com- 
pleted and  that  in  process,  bears  to  the  completed  property? 

A.  Yes. 

Q.  And  the  capital  should  only  bear  that  proportion  of 
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the  taxes  that  the  construction  in  process  bears  to  the  total  ? 

A.  That  is  my  idea  of  it.  In  this  Company  they  are  all 
charged  to  current  expense,  whether  as  an  expense  item,  or  as 
a  deduction  from  revenue,  I  do  not  remember — whatever  is 
the  provision  in  the  Interstate  Commerce  Act;  but  it  is  one 
of  these  items,  hke  attaching  new  business  to  the  property, 
which  is  properly,  in  my  judgment,  a  capital  charge  during 
that  period.  Ordinarily,  in  constructing  a  plant,  I  think  1% 
or  2%  is  added  for  taxes  during  construction.  This  item  is 
only  sixteen  one-hmidredths  of  one  per  cent. 

O.  That  is  an  apportionment  of  figures  taken  from  the 
books  of  the  Coiupany  ? 

A.  Yes,  in  somewhat  the  way  that  I  have  described. 

O.  \\'hat  is  your  next  item? 

A.  "Promoter's  Remuneration." 

Bv  Commissioner  Pennypacker: — 

Q.  In  the  appraisement  made  by  Mr.  Hay  ward,  was  there 
any  item  of  this  character? 

A.  There  was  not. 

Q.  Do  you  think  Mr.  Hayward  was  mistaken  in  omitting 
a  charge  for  that? 

A.  I  do. 

Q.  You  think  he  was  mistaken? 

A.  I  do. 

Q.  As  a  matter  of  fact,  was  there  any  promoter? 

A.  There  was,  and  the  mere  fact  that  the  promoter  did 
not  make — 

O.  Who  was  the  promoter? 

A.  The  American  Telephone  &  Telegraph  Company,  in 
the  ultimate  analysis ;  the  New  York  Telephone  Company  in 
the  immediate  analysis,  under  whatever  corporate  name  it  may 
have  been  from  time  to  time. 

O.  Then  there  were  a  number  of  promoters? 

A.  I  say,  under  whatever  corporate  name  the  organiza- 
tion may  have  been  from  time  to  time  during  the  history  of 
this  organization.  Now  the  mere  fact  that  that  promoter  did 
not  see  fit  to  put  a  charge  on  his  services,  as  a  definite  amount, 
on  the  books  of  this  Company,  does  not  lessen  in  any  measure 
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the  ncccssitv  for  liis  services,  or  the  value  of  his  services,  nor 
without  him  could  the  property  have  been  conceived  or  con- 
structed, and  it  could  not  now  exist. 

O.  I  am  more  concerned  in  getting  down  to  what  really 
were  the  facts.     \\''as  there  actually  a  promoter? 

A.  There  was,  as  definite  and  positive  a  promoter  as  ex- 
isted in  the  case  of  any  corporation  that  ever  was  organized. 

Q.  But  we  are  not  concerned  about  other  corporations. 
\\e  are  talking  about  this  one  at  present. 

A.  There  was  a  promoter  in  this  case,  a  very  active  one. 

O.  Did  you  find  on  the  books  an  item  of  $3,569,610  paid 
to  any  promoter? 

A.  No,  sir. 

O.  Or  any  set  of  promoters? 

A.  No,  sir. 

O.  Did  you  find  any  sum  paid  to  them  ? 

A.  I  did  not.  I  also  found  that  there  was  other  propert}-, 
and  other  services  which  had  been  rendered  to  this  corpora- 
tion, and  which  are  included  in  the  appraised  value,  which 
had  been  given  to  the  corporation,  none  the  less  valuable  be- 
cause they  had  been  given.  There  must  have  been  a  cost,  for 
which  a  remuneration  is  reasonable  and  proper,  and  for  which 
the  people  of  the  State  of  Pennsylvania,  in  so  far  as  they  util- 
ize, this  facility,  are  indebted,  and  on  which  they  should  pay  a 
return. 

O.  But,  in  reality,  this  sum  never  was  paid? 

A.  Any  more  than  in  reality  some  other  gifts  to  the  Com- 
pany did  not  appear  as -an  expenditure. 

O.  How  did  you  get  the  measure  of  5%  as  a  compensa- 
tion for  this  promoter,  or.  these  promoters  ? 

A.  By  a  review  of  my  experience  in  the  past  as  to  the 
amounts  with  which  it  has  been  found  necessary  to  remunerate 
a  promoter,  in  order  that  he  may  be  induced  to  make  possible 
the  enterprise,  and  by  a  consideration  of  the  allowances  made 
in  the  past  and  recent  present  for  similar  services  by  other 
commissions.  I  perhaps,  in  arriving  at  the  5%,  was  broadly 
guided  by  that,  as  the  common  allowance  for  that  service  made 
by  the  Commission  for  the  Second  District  of  Ncav  York, 
which  alwa\s.  T  think  invariably,  used  that  as  the  amount  of 
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securities  which  might  properly  be  apportioned  to  the  pro- 
moter for  his  services.  The  whole  question  is  very  nicely 
summed  up,  in  my  opinion,  by  Air.  Stevens,  if  I  may  quote 
one  of  his  opinions.     It  is  very  short,  just  a  paragraph. 

Commissioner  Pexnvpacker:    You  need  not  do  that. 

By  Mr.  Marye  : — 

O.  Is  that  the  Rochester  case? 

A.  Rochester,  Elmira  and  Corning  is  one,  and  there  are 
other  similar  decisions  of  his,  each  of  which  largely  quotes  the 
other.     I  do  not  know  which  is  first. 

Q.  Do  you  happen  to  be  familiar  with  the  report  made 
to  the  President  of  the  United  States  bv  what  is  commonly 
known  as  the  Securities  Commission,  of  which  President 
Hadley,  of  Yale,  was  chairman? 

A.  I  have  read  it  many  times. 

O.  Did  that  report  dwell  on  this  matter  of  promoter's 
remuneration  ? 

A.  Very  forcibly. 

By  Cojmmissioner  Pennypacker: — 

O.  I  have  no  doubt  we  shall  have  the  benefit  of  argument 
by  counsel  presently,  and  the  authorities  will  be  pointed  out  to 
us,  but  I  wanted  to  get  at  your  knowledge  and  get  the  benefit 
of  your  experience.  Now  you  named  several  corporations 
whom  you  regarded  as  having  been,  in  the  past,  the  promoters? 

A.  Yes,  sir. 

O.  Do  you  suppose,  if  they  had  been  making  a  charge 
for  this  work  of  promotion,  that  they  would  have  been  com- 
pensated by  S'X  upon  the  capital  and  plant,  or  the  value  of 
the  ])lant.  of  the  corporation,  a  number  of  years  later?  A\'ould 
they  have  made  their  charge  in  that  way? 

A.  I  think  so,  had  they  made  a  charge.  I  am  not  able 
to  say  that  the  charge  would  have  been  5%  or  10%,  or  20%, 
as  is  quite  reasonable  and  usual  in  new  enterprises:  but,  as 
to  its  necessity  at  the  present  time  and  as  to  what  would  be  a 
reasonable  charge.  I  am  guided  as  to  its  amount  very  largely 
by  Mr.  Stevens'  decisions,  which  were  acquiesced  in  by  the 
promoters  of  the  property. 
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You  suggested  you  would  like  my  experience.  I  have 
recently  had  one  which  may  be  illustrative.  A  large  city  in 
the  central  part  of  New  York  has  two  utilities,  one  a  railroad 
and  the  other  an  electric  light  company,  which  at  this  time 
need  a  large  power  plant.  It  will  be  a  property  requiring 
the  expenditure  of  somewhere  about  two  and  a  half  millions 
of  dollars.  Knowing  the  people  pretty  well,  I  endeavored  to 
raise  the  money  with  which  that  property  should  be  built,  on 
the  understanding  that  the  base  of  return  should  be  the  cost, 
as  we  arc  terming  it  here,  of  the  physical  property,  plus  the 
cost  of  attaching  the  business  to  it,  that  business  to  be 
derived  from  these  two  very  prosperous,  going  concerns,  and 
for  such  a  length  of  time  as  was  required — 50  years,  perhaps, 
perhaps  more ;  the  tariff  to  be  charged  for  the  output  of  the 
power  house  to  yield  a  rate  of  return  of  8%,  after  setting 
aside  a  sutificient  sum  for  caring  for  depreciation  and  provide 
a  reasonable  surplus  for  corporate  needs,  guarantee  of  divi- 
dends, etc..  in  bad  years.  It  looked  to  me  so  good  a  proposi- 
tion that  I  thought  I  w^ould  be  able  to  put  it  through.  I  have 
utterly  failed,  until  I  can  provide  a  remuneration,  other  than 
the  rate  of  return,  to  the  people  who  I  expect  would  raise 
the  money.  This  is  not  very  old.  I  know  of  no  better 
example  of  this  situation.  There  is  no  question  about  the 
people,  of  their  means  or  their  willingness,  but  they  are  sim- 
ply not  willing  to  devote  their  time  and  attention  to  the 
raising  of  money,  unless  they  may  have  remuneration  for  it. 

O.  Suppose  the  Bell  Telephone  Company  should  go  on 
prospering,  as  we  hope  it  will,  and  presently  the  plant  should 
be  worth  $150,000,000.  Would  the  promoters'  charge  then  be 
$7,500,000? 

A.  There  is  a  constant  inflow  of  money  necessary  into 
these  properties,  and  the  promoter's  charge  grows  with  the 
growth  of  the  plant,  and  must  be  proportionate  to  the  amount 
of  money  inflowing.  You  have  a  constant  inflow  of  money. 
There  are  several  sources  in  which  money  may  earn,  and  you 
have  got  to  provide  a  justification  for  its  entrance  into  the 
State  of  Pennsylvania  for  the  use  of  this  particular  utility. 
Whether  it  is  charged  or  not,  it  is  an  expenditure,  in  some 
f(irm,  of  energy,  of  interest,  of  speculative  value,  or  what  not. 
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Heretofore,  up  to  the  time  of  commission  control  of  public 
utilities,  there  was  in  existence  almost  universally,  and  really 
the  influence  which  led  to  the  inflow  of  money  to  the  public 
utility  was,  the  speculative  value  attaching  to  the  rise  in  the 
l)onus  stock  given  as  an  inducement.  It  was  the  speculative 
value,  the  larger  returns  which  might  be  expected  and  the 
increased  value  of  the  stock.  Commission  control  comes  in 
and  eliminates  absolutely  the  speculative  value,  absolutely 
eliminates  anything  but  a  rate  of  return,  and  you  have  to 
have,  on  top  of  the  reasonable  rate  of  return,  an  incentive, 
if  you  are  going  to  keep  up  the  inflow  of  money,  just  as  you 
have  to  have  pressure  behind  water  in  order  to  make  it  flow. 
Withdraw  either  the  speculative  interest  or  the  remuneration 
to  a  promoter — however  you  want  to  term  it ;  I  do  not  care 
what  the  exact  expression  is,  but  I  have  chosen  to  put  it 
plainly  as  promoter's  remuneration — withdraw  that  interest 
and  you  kill  the  inflow  of  capital  into  public  utilities.  There 
can  be  no  question  about  it.  It  is  an  economic  fact.  Now 
as  to  whether  that  is  5%,  or  10%,  or  20%, — in  my  judgment 
I  have  told  you  what  it  was  based  upon,  and  it  is  either  good 
or  bad  as  to  the  amount,  but  its  presence  is  necessary  as  an 
economic  condition  to  the  development  of  public  utilities — 
not  only  this  Company,  but  all  companies. 

Q.  Do  you  not  think  the  percentage  of  compensation 
would  diminish  with  the  amount  of  the  value  of  the  concern  ? 
A.  Not  necessarily,  sir.  It  is  aft'ected  more  particularly 
by  the  competition  of  utilities  for  money.  I  think  it  has 
recently  been  estimated  by  the  president  of  one  of  the  great 
banks  in  New  York  that  the  electric  light  and  electric  railway- 
companies  of  this  country  will  require  three  hundred  billions 
of  dollars  in  the  next — I  have  forgotten  what  his  period  was — 
ten  years.  I  think.  There  is  a  competition  for  the  use  of 
money.  Investments  are  made  by  cliques.  There  is  one  type 
of  investor  who  invests  in  industrials.  You  cannot  drag  him 
into  a  utility.  There  is  another  type  of  investor  who  will  go 
into  nothing  but  railroads  and  banks.  There  is  another  type 
that  will  go  into  nothing  but  electric  light  companies,  and 
others  will  go  into  electric  railways  and  others  into  tclei)hones. 
The  purpose  is  to  make  money,  and  you  camiot  get  money 


1098a  Francis  B.  H.  Paine. 

unless  vou  pay  for  it,  and  you  have  to  pay  the  man  a  re- 
muneration who  finds  it  for  you. 

(J.  ()h(  hut  the  money  has  heen  gatliering  its  interest 
heretofore? 

A.   It   is   not   a  question   of   interest,   it   is   a   question — 

O.  This  is  the  compensation  of  a  promoter,  as  I  under- 
stand it? 

A.  Yes,  sir.  It  is  the  compensation  of  the  man  that  goes 
out  and  gathers  it  for  you. 

O.  Now  do  you  think  that,  if  the  Bell  Telephone  Company 
needed  a  promoter  to-day,  to  promote  a  venture  such  as  they 
have — not  such  as  it  was  when  these  promoters  that  you  have 
named  had  charge  of  it.  but  if  they  needed  a  promoter  to- 
dav — with  this  concern  in  view,  that  they  would  offer  the 
sum  of  $3,569,610  as  his  compensation? 

A.  I  think  they  would  probably  ofifer  more. 

C0MMIS.S10XER  Pexxypacker:  \\'ell.  that  is  an  expres- 
sion of  opinion. 

Bv  Commissioner  Tone: — 

O.  ^^'as  this  promoter  a  stockholder  in  the  Company? 

A.  I  think  again,  as  a  question  of  mere  opinion,  that  the 
promoter  should  be  remunerated  by  the  securities  which  he 
sells,  or  is  to  dispose  of  to  the  public. 

O.  In  this  case  is  not  the  promoter  you  speak  of  a  stock- 
holder in  this  Company? 

A.  Yes,  he  is,  just  as,  in  all  other  utilities  that  I  am 
acquainted  with,  the  promoter  is  a  stockholder  in  the  company, 
and  he  would  not  have  promoted  that  company  if  he  had  not 
expected  to  make  a  profit  out  of  it,  either  as  a  remuneration,  or 
as  speculative  interest.  The  commission  government  steps  in 
and  eliminates  the  speculative  interest,  which  attracts  money. 
It  has  to  provide  a  remuneration  to  take  its  place — not  so 
•arge.  because  it  is  fixed,  but  eliminate  it,  and  you  eliminate  the 
inflow  of  money  as  surely  as  any  economic  fact  can  control 
iMiything. 

Bv  Commissioner  Pennvpacker: — 

O.  And  all  this  large  sum  of  money,  because  it  is  a  large 
sum 
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A.  5%? 

Q.  you  think   ]\[r.   ITayward,  with  his  keenness  and 

knowledge,  forgot  ? 

A.  I  am  not  aware  of  ^Ir.  Hayward's  familiarity  with 
finances.     He  may  be  a  very  able  financier. 

O.  But  you  think  he  forgot  it  or  omitted  it? 

A.  Yes. 

Bv  Commissioner  Johnson  : — 

Q.  Did  !Mr.  Hayward  also  omit  5%  for  "Cost  of  Money?" 

A.  He  did.  I  have  not  understood  Mr.  Hayward's  pre- 
sentation to  include  any  such  question.  I  have  recently  made 
a  considerable  study  of  the  question  of  the  "Cost  of  Money," 
as  distinct  entirely  from  "Promoter's  Remuneration."  It  has 
been  a  necessary  study  for  me. 

O.  Do  I  understand  it  to  be  your  opinion  that,  during" 
the  period  under  consideration,  the  Telephone  Companies, 
whose  properties  are  here  under  consideration,  would,  in 
your  judg'ment,  have  been  obliged  to  have  given  5%  for  pro- 
moter's remuneration,  and  have  also  been  obliged  to  sacrifice 
S^o  for  cost  of  money? 

A.  Yes,  sir.  The  "Cost  of  Money,"  as  I  have  used  it 
here,  is  practically  discount. 

O.  Have  you  any  knowledge  of  what  the  Company's 
actual  experience  has  been  in  g'etting-  money?  Has  it  been 
a':  expensive  as  you  estimate? 

A.  The  Company  has  had  a  good  father  to  lean  upon  in 
New  York,  who,  for,  I  assume,  his  speculative  interest  in  the 
property,  his  anticipation  of  large  returns  in  the  future,  has 
been  willing  to  render  certain  services,  of  none  the  less  value, 
but  vrithout  a  definite  and  specific  charge  on  the  accounts. 
You  now  confront  him  with  a  clianged  condition. 

Bv  Mr.  AIarye  : — 

Q.  Historically,  however,  do  you  know  of  the  recent 
financing  of  one  of  these  Companies? 

A.  A  recent  sale  of  bonds  of  one  of  these  Companies. 
I  distinguish  very  clearly  between  the  sale  of  a  bond,  which 
is  the  very  heart  and  center  of  the  credit  of  a  corporation — 
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inits  ilic  very  heart  out  of  it — and  the  financing  of  a  corpora- 
tion itself.  A  mortgage  and  bond  is  the  last  resort  for  money, 
or  the  first  resort,  in  case  you  want  to  economize  to  the  very 
limit.  Tiiere  can  be  no  question  about  that.  The  moment  a 
bond  is  issued,  it  reduces  the  equity  in  the  stock. 

By  Commissioner  Johnson: — 

O.  Then,  to  sum  up  your  statement,  I  understand  you  to 
testify  that  whatever  promoter's  remuneration  there  has  been 
was  given  to  the  Company,  and  that,  so  far  as  you  know,  it 
has  not  cost  the  Company  Sfo  to  secure  the  money? 

A.  As  far  as  I  know,  it  has  not  been  a  cost  to  the  Tele- 
phone Company  of  Pennsylvania ;  it  was  a  free  gift,  so  far  as 
I  know,  but  none  the  less  valuable  for  that  reason,  and  none 
the  less  necessary  for  the  future. 

By  Mr.  Evans  : — 

Q.  Was  not  the  promoter,  during  these  25  years,  paid  by 
the  issue  of  capital  stock  of  the  subsidiary  companies  ? 

A.  If  he  was,  he  has  been  remunerated.  I  do  not  so  un- 
derstand it. 

O.  Did  you  not  find  that  in  going  over  the  books  of  the 
Company  ? 

A.  1  did  not. 

Q.  Did  you  look  for  it? 

A.  1  have  not  personally  inspected  the  books  of  the  Com- 
pany. I  have  been  guided  entirely  by  answers  to  specific 
questions  asked. 

O.  If  he  was  paid  by  the  issue  of  the  securities  of  the  sub- 
sidiary companies,  this  item  would  be  eliminated,  would  it  not  ? 

A.  If  he  were  paid  for  his  services  as  a  promoter,  yes. 
If  he  received  an  issuance  of  stock  for  poles,  or  for  some  other 
material,  just  as  essential,  perhaps,  to  the  interests  of  the 
Company  as  the  money  was,  if  not  more  so.  that  would  not 
mean  a  promoter's  remuneration.  I  have  known  corpora- 
tions to  buy  poles  by  the  issuance  of  stock.  I  have  known 
corporations  to  buy  land  by  stock.  That,  however,  is  not  pro- 
moter's remuneration. 

Mr.  Marye:    I  did  not  understand  ]\Ir.  Paine  to  say  that 
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this  was  an  actual  expenditure  or  an  actual  debt.  I  gathered 
from  him  that  he  did  intend  to  imply  that  the  services  were 
actually  rendered,  and  that  a  reasonable  compensation  for  such 
services  would  be,  in  his  opinion,  5%,  and  that  the  people  of 
the  State  of  Pennsylvania  would  not  otherwise  have  had  tele- 
[)lione  services. 

The  Witness:    If  those  services  had  not  been  rendered. 

Mr.  Marye  :  I  was,  I  hope,  simply  paraphrasing  Mr. 
Paine's  language.       I  did  not  intend  to  argue  it. 

(At  12:45  P.  M.  a  recess  was  taken  until  2  P.  ^1.) 
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2  P.  M. 

I'resent  : 

Com  .MissioNKKS  WALLACE,  Acting  Chairman;  John- 
son, r>RKCiiT,  Tone,  and  Penxvpacker. 

W'lLi.LV.M  N.  Trinkle,  Esq.,  counsel  for  the  Com- 
mission. 

Messrs.  Swavze,  ]\Iarye,  and  Candor,  counsel  for 
The  IJell  Telephone  Company  of  Pennsylvania  and 
The  Central  District  Telephone  Company. 

Fka.\(  IS  i).  H.  Paine,  resumed. 

By  Mr.  Marye:— 

O.  Will  you  kindly  take  up  the  next,  and  I  think  last, 
item  of  this  Exhibit  4-1,  as  appears  in  line  c>2,  to  \vit,  "Cost 
of   Money?" 

A.  As  bearing  on  that,  as  well  as  on  the  previous  ques- 
tion, I  would  like  to  go  back  and  lead  up  through  the  history 
of  utility  development  and  the  present  form  that  its  owner- 
ship takes.  Mv  personal  experience  does  not  go  back  to  the 
beginning  of  time,  or  the  beginning  of  utilities.  It  does  go 
back  practically  to  1889,  when  I  went  to  Texas,  and  my  rea- 
son for  qualifying  in  the  form  I  did  was  to  go  back  to  Texas 
and  other  parts  of  the  United  States,  where  I  spent  some 
pretty  hard  years  of  my  life  in  the  development  of  utilities. 
In  those  days  of  relatively  small  communities,  not  only  in  the 
West  and  South,  but  throughout  the  North  and  East,  there 
was  nothing,  except  in  a  few  of  the  larger  cities,  like  Chicago, 
Cleveland,  lluffalo,  New  York,  Brooklyn,  Philadelphia.  Pitts- 
burgh, and  a  few  others  of  the  cities  of  great  magnitude,  and 
practically  the  utility  situation  had  developed  only  in  so  far 
as  gas  companies  and  water  companies  were  concerned.  This 
new  illuminant,  this  new  means  of  transportation,  had  not 
taken  any  serious  hold.  It  was  only  a  few  years  before  that 
the  first  trolley  car  had  run  in  Richmond,  and  it  was  onlv 
a  very  few  years  before  that  Brush  had  shown  his  first  arc 
lamps,  and  that  Edison  had  subdivided  the  electric  current 
for  the  incandescent  light— a  very  few  years.    There  was  just 
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beginning  to  be  felt  tbronghout  the  country  a  realization  of 
the  police  need  of  light  at  night,  and  the  original  purpose  of 
nearly  all  electric  lighting  companies  lay  in  the  assistance 
which  that  lighting  system  lent  to  the  police.  Telephony 
started  about  the  same  time.  My  observation  of  telephony 
as  a  public  utility,  while  not  connected  with  it  in  any  measure, 
was  at  the  same  time  and  during  the  same  period  as  ni}-  actual 
experience  in  other  utilities.  So  far  as  I  can  recall,  there  Was 
not  an  instance  during  the  first  four  years,  say.  of  my  work 
of  arranging  for  electric  plants  in  municipalities,  where  the 
question  of  profit  ever  entered  into  it,  because  the  initial  in- 
vestment, so  far  as  I  can  recall,  was  invariably  one  of  civic 
l^ride.  The  principal  men  of  the  community  were  willing  to 
put  up  a  little  money  for  the  benefit  of  the  comnnniity,  on  the 
judgment  of  someone,  like  myself,  woefully  inexperienced  at 
the  time,  under  his  advice  that  it  would  not  cost  anything : 
that  is  to  say.  that  they  would  at  least  get  their  investiuent 
back,  and  they  would  ])ut  in  a  little  electric  light  jjlant.  The 
development  of  the  traction  properties  began  from  a  similar 
motive,  to  extend  the  zone  of  communities  out  into  adjacent 
territory,  and  the  only  way  was  to  provide  a  transportation. 
I  do  not  recall  an  instance  in  wdiich,  in  those  first  three  or 
four  years,  there  was  any  desire  expressed  for  profit,  other 
than  the  ability  to  get  along  without  its  costing  too  much  to 
the  people  who  put  up  the  initial  sums  of  money,  the  sole 
purpose  being  to  render  service  to  the  community,  for  which 
they  hoped  the  communit}-  in  time  would  recompense  them. 
That  was  the  initial  cause  of  ])ublic  utilities,  as  T  observed 
them. 

Then  came  the  next  step.  The  properties  developed 
more  rapidly,  the  business  ac([uircd  came  more  rai)idly,  the 
facilities  required  to  supply  the  business  were  demanded  more 
rapidly,  than  the  original  organizers  of  the  luovement  anti- 
cipated, and  it  became  necessary  then  to  acquire  more  money, 
and  the  earnings  went  into  the  i)roperty,  because  they  could 
not  get  money  anywhere  else.  The  local  tradesmen  and  citi- 
zens were  no  longer  themselves  able  to  provide  the  sums  for 
the  constantly  increasing  properties,  increasing  l)y  reason  of 
the  public  necessity,  and  they  called  upon  bankers  for  assist- 
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ance.  The  hanker,  as  a  cuslochan  of  the  pnhhc's  money,  re- 
(|uirc(l  a  ])rofit.  It  was  not  long  in  passing  the  period  when 
tlie  local  financial  facilities  of  a  comnumity  were  exhausted, 
and,  somewhere  about  1893  or  1894,  there  began  an  efifort  to 
acquire  money  from  the  moneyed  centers,  and  that  recjuired 
the  services  of  a  promoter,  in  the  present  and  ordinary  sense 
of  the  term,  a  man  who  would  familiarize  himself  with  the 
local  requirements,  with  the  necessities  of  the  future  for  that 
community,  who  was  acquainted  with  the  money  centers  and 
with  those  who  had  money  for  investment,  and  he  required 
his  remuneration  in  order  to  induce  the  flow  of  money  into 
those  communities. 

Uy  Commissioner  Pennvpacker: — 

Q.  Do  I  understand  that  this  was  in  Texas? 
A.  Texas  and  the  entire  United  States;  not  only  Texas, 
hut  the  rest  of  the  West,  my  own  experience  taking  nie  into 
Washington,  Montana,  Idaho  to  some  extent,  Colorado,  all 
New  England,  and  to  a  very,  very  slight  extent  in  Pennsyl- 
vania and  Ohio.  It  became  almost  impossible  to  raise  money 
for  the  utilities  except  in  the  largest  of  the  cities.  It  might 
be  shown  ever  so  fully  and  completely  that  there  would  be 
an  initial  profit  of  a  certain  amount,  10%,  12%,  on  the  in- 
vestment, sometimes  20% ;  but  the  amount  itself  was  so  small 
as  not  to  make  it  worth  wdiile  for  anybody  of  means,  any 
money  center,  to  advance  the  money  and  take  care  of  and 
look  after  the  investment,  as  they,  as  promoters  of  the  project, 
would  have  to  do  in  fulfilling  their  duties  to  the  people  who 
ultimately  supplied  the  money.  That  led  to  the  first  of  the 
holding  companies  in  public  utilities — I  mean  outside  of  the 
magnificent  cities ;  I  mean  in  the  smaller  communities,  places 
under  300,000  people,  even  in  those  days.  It  became  neces- 
sary, in  order  to  raise  the  funds,  to  amalgamate  those  proper- 
ties, in  individual  localities,  into  groups  of  properties  in  the 
same  general  vicinity,  contiguous  properties,  and  the  pur- 
pose was  to  make  the  whole  of  sufficient  magnitude  to  attract 
the  attention-  of  investors,  the  centralized  money  centers,  to 
the  project,  regardless  of  the  amount  of  profit  involved. 

That  continued,  as  a  centralizing  of  investment  bv  com- 
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munities,  up  to  somewhere  about  1903  or  1904  or  1905, 
when  commission  control  began  to  spread.  Up  to  1890, 
practically  speaking,  ]\Iassachusetts  was  the  only  Common- 
wealth having  efficient  commission  control  over  its  utilities, 
and  that  control  Massachusetts  has  continued  to  exercise  from 
that  time  to  this,  through  the  same,  or  practically  the  same, 
body  of  men  that  now  are  in  control  of  its  utilities  through  its 
Commission,  and  by  practically  I  mean  Mr.  Barker,  the  chair- 
man of  that  Commission.  There  has  been  a  continuity  of  man- 
agement, which  has  insured  the  carrying  out  of  a  consistent, 
logical  policy.  I  shall  deal  with  Massachusetts  in  another 
phase  in  a  few  moments.  As  new  commissions  were  organ- 
ized in  various  parts  of  the  country,  new  problems  were  raised 
by  them,  dealt  with  by  them  differently,  sometimes  carefully, 
sometimes  judiciously,  sometimes  absurdly,  and  it  again  be- 
came almost  impossible  to  raise  money  for  centralized  groups, 
solely  controlled  by  one  commission,  and  at  that  time  a  new 
form  of  holding  company — I  am  using  the  word  broadly — 
was  evolved.  The  old  groups,  in  homogeneous  territory, 
were  considerably  broken  up  and  the  new  form  of  holding 
company  was  one  organized  to  acquire,  operate,  and  financially 
control  widely  separated  properties — properties  in  Washing- 
ton, Texas,  Massachusetts,  New  York — the  purpose  being  to 
decentralize  commission  control  and  at  the  same  time  mini- 
mize the  risk  to  the  investor  by  reason  of  the  new  liability 
imposed  upon  the  utility  by  the  erratic  acts  of  any  individual 
body  of  commissioners.  It  was  unquestionably,  and  is  to-day, 
regarded  as  an  added  risk  to  centralize  your  entire  investment 
under  any  one  control,  and  I  think  anybody  reading  the  deci- 
sions of  the  commissions  broadly  over  the  country  would  see 
the  justification  for  that  hesitation.  There  is  no  hesitancy  any- 
where, I  believe,  in  recognizing  the  advantages,  the  great 
advantages,  incident  to  commission  control ;  but  that  control, 
until  it  has  become  reasoned,  is,  in  a  measure,  an  added  risk 
and  menace.  To  what?  To  the  consideration  of  the  dollar 
invested  and  the  reasonable  return  upon  all  of  the  dollar,  not 
part  of  it. 

My  acquaintance  with  utilities  was  pretty  intimate,  and  I 
have  taken  occasion  to  check  up  my  memory   recently  with 
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rc'fcrciuc  Icj  Iwd  that  I  would  like  to  cite,  as  examples  of  that 
of  wliicli  I  have  heen  speaking-.  One  is  Nashville,  Tennessee, 
which  is  indicative  of  the  progress  of  a  property  in  a  live, 
active  city  in  the  Mississippi  \'alley,  of  moderate  size.  The 
other  is  IHnghamton,  New  York,  a  prosperous,  vigorous  com- 
nuuiity  of  the  l^mi)ire  State. 

Rather  early  in  the  SO's.  Nashville,  Tennessee,  had  an 
electric  light  proi:>erl}-.  which  was  conceived  and  carried  on 
locally,  exactly  in  the  manner  which  I  have  described  in  gen- 
eral:  first  through  the  public  spirit  of  the  citizens,  and  then 
through  the  local  financial  means,  v/ithout  experience  as  to 
the  management  of  such  a  property,  or  knowledge,  other 
than  that  a  pretty  good  man  around  the  town  was  selected  as 
its  manager.  It  was  organized  and  in  operation  in  the  SO's, 
and  by  1893  there  had  been  issued  $500,000  in  capital  stock 
and  $250,000  in  bonds.  The  capital  stock  was  undoubtedly 
mostly  bonus.  I  doubt  if  there  is  much  question  about  it — 
nol  all  of  it,  liecause  there  had  been  a  lot  of  floating  debt 
wiped  out  l)y  the  issue  of  capital  stock.  All  the  stock  and 
some  of  the  bonds,  by  reason  of  the  floating  debt,  had  become 
owned  by  a  subsidiary  of  what  is  now  the  General  Electric 
Company,  the  Street  Railway  and  Illuminating  Properties 
Company,  and  by  them  was  sold  to  the  firm  of  Stone  &  Web- 
ster. This  was  in  1893.  I  do  not  know  what  they  paid  for 
the  bonds.  Tlie  stock,  on  which  no  dividends  had  ever  been 
paid,  they  bought  at  $12  a  share,  $500,000  worth,  and  paid 
for  it  in  cash.  The  property  was  "down  at  the  heel"  and  lacked 
capital.  After  its  organization  by  Stone  &  Webster,  whom  I 
l)resume  everybody  knows  as  among  the  most  prominent  public 
utility  operators  in  this  country,  they  rehabilitated  the  property 
and  began  in  their  way  to  develop  its  business,  and  in  the  next 
four  years  spent  the  proceeds  of  from  $300,000  to  $400,000  of 
bonds.  Exactly  the  amount  at  which  they  sold  these  bonds,  I 
do  not  know, 
r.y  CoMMissio.xER  Prxnyiwcker  : — 

Q.  What  kind  of  plant  was  this? 

.\.  Electric  light  and  power  company. 

O.  \\'here  was  it? 
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A.  In  Nashville,  Tennessee. 
Q.  Who  was  this  operator  you  mentioned? 
A.  Stone  &  Webster. 
O.  In  what  did  he  operate? 

A.  Public  utilities  of  all  kinds ;  designed,  managed,  oper- 
ated, and  furnished  the  money  for  them. 

Bv  Mr.  Marye:— 

Q.  Is  that  the  firm  of  Stone  &  Webster,  of  Boston? 

A.  The  firm  of  Stone  &  Webster,  of  Boston.  The  capital 
stock  remained  the  same.  In  1897,  four  years  after  its  acqui- 
sition, the  Company  had  become  flourishing  and  profitable, 
and  in  1896  had  been  put  upon  an  8%  basis  of  dividends. 
They  sold  in  1898  or  1899  enough  of  that  stock  to  brokers  for 
distribution  at  70  to  recoup  themselves  for  their  investment. 
8%  at  70  leaves  a  rate  of  return  of  11%.  In  other  words. 
Stone  &  W^ebster,  with  their  extraordinary  facilities,  even  in 
those  days,  for  the  acquisition  of  money  for  investment — Lee 
Higginson,  Kidder  Peabody,  and  those  other  bankers  in  Bos- 
ton, who  had  absolute  confidence  in  them — found  it  better 
worth  their  while  to  sell  this  stock  and  have  the  money  in  use 
for  other  enterprises,  than  to  own  it  when  they  could  get  70% 
of  par.  The  Company  continued  to  prosper  and  a  few  years 
later  they  sold  their  remaining  holdings  at  $150  a  share,  the 
capital  stock  never  having  been  increased,  the  money  having 
been  raised  by  the  sale  of  bonds,  and  the  rehabilitation  of  the 
property.  They  sold  their  stock  at  $150  a  share.  That  indi- 
cates that  they  carried  out  the  purpose  which  led  them  to  enter 
the  field.  They  had  confidence  in  their  own  judgment  of  the 
value  of  the  community,  they  had  confidence  in  their  own 
judgment  as  operators,  v»ere  willing  to  put  their  money  in  it, 
and  the  reason  which  led  those  Boston  men  to  invest  in  Nash- 
ville was  the  speculative  profit  which,  in  that  instance,  they 
secured,  and  which,  in  its  absence,  must  be  cared  for  by  a  re- 
muneration in  some  form.  It  also  indicates  pretty  clearly  the 
rate  of  return  which  measurably  might  be  expected  by  utili- 
ties at  that  period.  I  think  it  indicates  it  beyond  any  possi- 
bility of  a  question.  There  was  a  fine  city,  with  very  success- 
ful operators  and  able  financiers  behind  it.  ready  to  risk. 
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The  exi)erience  at  r)inghamton,  New  York,  was  not  very 
dissimilar.  There  they  had  competition.  There  were  two  or 
three  small  companies,  fostered  by  different  manufacturing 
companies  until  there  was  no  service,  no  profit,  duplication  of 
effort  and  of  money.  Both  went  into  the  hands  of  a  receiver, 
and  the  acquisition  of  the  floating  indebtedness  was  the  con- 
trolling point, — pooling  the  stock,  which  then  was  $500,000, 
largely  paid  for  in  money  in  that  instance,  $280,000  of  6% 
bonds,  with  a  floating  indebtedness  of  $70,000.  It  was  abso- 
lutely impossible  in  that  community,  rich  community,  to  raise 
money  for  that  utility,  and  it  led  to  its  going  into  the  same 
general  holding  company,  the  Street  Railway  and  Illuminating 
Properties  Company,  which  re-organized  it,  taking  it  out 
of  the  hands  of  the  receiver  without  foreclosure,  and  sold 
it  to  Tucker  &  Anthony,  another  successful  Boston  utility  pro- 
motion, engineering  and  financing  organization.  They  operated 
it  judiciously,  and  in  1898  sold  it  to  the  Atlantic  Gas  and 
Electric  Company  at  a  handsome  profit.  The  net  earnings  on 
this  stock  applicable  to  dividends — they  sold  the  capital  stock 
at  $30  a  share — would  have  been  equivalent  to  12 'yr  on  the 
basis  of  30;  that  is,  \2[/(  when  rated  on  a  basis'  of  30%  par. 
The  Company  is  now  known  as  the  Binghamton  Light,  Heat  & 
Power  Company,  is  prosperous,  and  is  rated  by  Aloody's  An- 
alysis at  A,  the  bonds  at  A  and  the  preferred  stock  at  BAA. 

There  is  no  difference,  that  I  can  discover,  between  the 
probabilities  for  one  essential  public  utility  and  another,  equally 
well  managed  and  controlled.  The  history  is  one  of  failure  or 
success  according  to  two  things — the  management  of  the  com- 
pany and  its  financial  resources.  I  think  the  State  of  Penn- 
sylvania does  not  have  to  be  reminded  of  the  failure  of  its 
industrials,  some  of  them,  by  reason,  not  of  the  unprofitable- 
ness of  the  business,  but  lack  of  financial  facilities.  I  believe 
that  there  is  no  amount  of  duplication  of  statement  or  citation 
of  instances  which  will  over-emphasize  the  necessitv  for  the 
effective  work  of  the  promoter  and  the  justification  for  his 
proper  recompense,  and  for  the  unavoidable  cost  of  purchasing 
money,  as  a  separate  question  from  that  of  the  promoter. 

I  was  asked  to  make  some  statement  in  reference  to  the 
''Cost  of  -Money."     I  did  not  want  to  come  here  with  a  gener- 
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alization.  I  wanted  to  present  some  incontrovertible  facts  in 
regard  to  the  cost  of  money,  and  I  have  spent  a  great  deal  of 
time  in  acquiring  definite  information  in  regard  to  what  has 
been  paid  for  money — in  the  same  sense  that  you  pay  for  poles, 
or  copper,  or  buildings,  or  land — by  representative  utilities  of 
all  kinds,  limiting  it  only  to  utilities  which  deal  directly  with  the 
public,  as  distinct  from  steam  railroads,  and  eliminating  cor- 
porations in  Massachusetts,  and  limiting  it  to  corporations  hav- 
ing a  very  high  rating  m  Moody's  Analysis.  Moody's  Analy- 
sis is  an  extremely  interesting  book,  which  has  made  a  very 
useful  efifort  to  rate  utilities  and  industrials  as  to  their  credit 
and  reliability  as  to  financial  returns,  by  somewhat  the  same 
methods  emplo}'ed  by  Bradstreet  or  Dun's  in  the  rating  of 
commercial  houses.  The  first  issue  of  it  was  in  January  of  this 
year,  and  it  is  the  best  basis  of  comparison  that  exists.  I  do 
not  mean  to  say  that  ]\loody  is  always  right  to  the  last  letter  in 
his  determination  of  the  credit  of  corporations,  but  he  is  the 
best  available  reference,  and  is  not  far  wrong  in  several  hun- 
dred instances  with  which  I  am  familiar.  I  might  have  rated 
myself  a  little  differently,  but,  after  all,  it  is  pretty  close, 
and  when  he  says  a  corporation  is  A,  or  B,  or  BAA,  you  can 
be  pretty  sure  it  is  not  far  from  that  general  grade  of  utility, 
in  its  responsibility. 
By  Mr.  ]\Iarye  : — 

O.  Have  you  tabulate;!  the  results  of  this  investigation  of 
}ours  in  the  shape  of  exhibits  that  may  be  filed? 

A.  I  have,  sir.  I  have  done  it  in  three  forms,  dealing  only 
with  three  classes  of  securities. 

O.  ^^  hat  were  those  three? 

A.  First,  "Mortgage  Bonds;"  second,  "Short  Term 
Notes :"  and.  third,  I  have  only  been  able  to  find  a  few  in- 
stances of  the  issuance  of  plain,  common  "Stocks,"  unconfused 
by  advantages  and  bonuses  and  things  which  might  otherwise 
be  used  as  inducements  to  buy  the  stock. 

O.  In  what  order  do  you  wish  to  take  them  up? 

O.  I  think  the  "Mortgage  Bonds,"  as  of  somewhat  older 
(late  than  the  others. 

O.   Is  that  tabulation  as  to  the  cost  of  money  and  public 
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utilitv  companies,  on  a  mortgage  bond  basis,  tbe  paper  that  I 
!i»)\v  show  you? 

A.  Yes,  sir,  consisting  of  some  twenty  instances. 

(Statement  entitled  "Cost  of  ^loney,  Pul)lic  Utility  Com- 
pany— Mortgage  Bonds"  offered  in  evidence  and  marked 
Exhibit  4-J.) 

By  Commissioner  Johnson: — 

O.  1  lliink  yon  said  you  did  not  study  the  books  of  the 
Compan_\-  with  reference  either  to  promoter's  cost  or  cost  of 
nioney  ? 

A.  No,  sir,  I  did  not. 

O.  When  Mr.  Hayward  wanted  to  find  out  how  much 
a  pole  in  ])lace  was  worth,  he  went  to  his  books  and  found 
out  how  nuich  it  cost.  Why  not  do  the  same  with  money  as 
with  poles  ?  And  would  not  that  be  a  better  way  to  tell  us  how 
much  it  has  cost  the  Company  to  get  its  money,  instead  of  as- 
suming- that  it  cost  5%  of  an  appraised  value  of  the  property? 
A.  Let  us  assume  for  the  moment  that  the  poles  were  all 
given  to  the  Company,  and  no  payment  was  made  for  them. 
That  does  not  appear  to  me  as  a  basis  on  which  the  cost 
of  those  poles  should  be  determined,  or  their  value,  for  rate 
making  purposes. 

O.  W'e  can  also  assume,  with  equal  propriety,  that  the 
money  has  been  given  to  the  Company.  I  do  not  think  either 
one  was  given  to  the  Company. 

A.  1  have  no  judgment  on  that  point,  sir.  I  do  not  know 
wliether  it  was  given  to  them  or  not. 

O.  If  il  was  given,  it  did  not  cost  anything,  did  it? 

A.  But  the  service  was  rendered,  and  was  worth  some- 
thing, even  if  it  did  not  appear  on  the  accounts  as  a  definite 
charge.  It  may  have  been  the  speculative  interest,  now  with- 
drawn, which  led  to  the  investment  of  money.  It  may  have 
been  any  of  a  dozen  reasons  which  led  to  the  investment  in 
the  past,  which  is  now  superseded  by  the  elimination  of  all 
possible  gain  except  through  action  of  a  commission. 
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By  Commissioner  Pexxypacker  :— 

O.  Is  it  possible  that  it  could  have  come  from  the  people 
who  used  tcleplrones  ? 

A.  Only  to  the  extent  that,  as  that  monev  came  from 
them,  it  was  not  delivered  to  the  owners  of  the  propertv  for 
their  use  in  other  enterprises,  therefore  making  it  necessary 
for  the  owners  of  the  property  to  raise  the  money  withheld 
from  them  for  their  other  interests,  out  of  some  money,  the 
cost  of  wliich.  properly  assigned,  might  have  been  charged 
to  this  interest. 

O.  Perhaps  they  did  not  have  other  interests.  This  may 
have  been  the  only  interest.     It  is  a  very  large  one. 

A.  Then  the  service  was  still  worth  being  recompensed. 
Eliminate  it,  and  you  destroy  public  utilities.  Eliminate  it, 
and  you  destroy  industrials. 

By  AIr.  AIarye  : — 

O.  I  think  possiblv  it  would  help  clear  us  all  if  you  would 
define  your  use  of  the  word  ''cost."  Are  you  using  that  in 
the  sense  of  the  original  cost  of  these  properties  to  the  Com- 
panies here  in  Pennsylvania,  or  the  cost  to-day? 

A.  Cost  to-day,  or  practically  to-day ;  cost  withiri  a  very 
recent  period. 

O.  It  is  not  the  actual,  original  cost  of  properties  of  these 
Companies  in  Pennsylvania  ? 

A.  It  is  not.  ]\Ioney  could  not  have  been  obtained  for 
utilities  of  any  kind,  or  any  interests  of  any  kind,  in  those 
days,  in  the  early  days,  at  5'yc  or  anything  like  S^c- 

O.  Now  will  you  kindly  take  up  this  exhibit,  4- J,  con- 
sisting of  five  pages,  and  explain  what  you  have  attempted 
to  show  therein. 

A.  I  have  endeavored  to  show  what  it  cost  the  company 
issuing  the  security  to  raise  the  money,  a  sum  less  than  the 
public  was  ready,  willing,  and  actually  did  purchase  the  securi- 
ties for.  In  the  case  of  mortgage  bonds,  it  has  seemed  to  me 
that  the  price  at  public  ofifering,  or  price  which  the  ordinary 
purchaser  paid  and  put  the  bonds  in  his  stocking,  was  the 
item  to  take,  rather  than  the  par  value  of  the  bonds,  because 
the  price  of  the  bonds  as  to  its  relation  to  par  is  affected  by  a 
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iiiullitiKle  of  conditions,  whereas  the  price  paid  by  the  public 
is  a  pretty  s^ood  indication  of  an  equated  value  over  the  entire 
list.  The  cost  of  money  I  have  tai<en  as  the  difference  be- 
tween that  paid  l)y  the  public — not  par,  unless  it  was  par — 
and  the  amount  of  money  that  actually  went  into  the  corpora- 
tion's till.  It  has  not  been  an  easy  line  of  investigation.  It 
has  not  been  easy  to  get  at  the  facts  in  regard  to  such  issues, 
r.oth  the  companies  and  the  bankers  have  heretofore  regarded 
such  information  as  private,  personal  to  themselves.  I  made 
the  exclusions  which  I  mentioned,  and  selected  those  bankers 
and  (operating  organizations  with  which  I  was  personally  ac- 
quainted— knew  the  individuals  in  them — in  order  that  I  might 
have  perfect  assurance  that  the  information  given  me,  they 
understanding  exactly  what  T  wanted  it  for.  would  be  the 
facts. 

O.  Then  you  personally  went  to  the  banking  and  broking 
houses  that  are  mentioned  here  and  secured  the  information 
that  you  have  here  tabulated? 
A.  I  did. 
O.  When? 

A.  During  these  past  three  months,  four  months ;  and  for 
the  purpose  of  presenting  the  facts  as  nearly  as  they  could  be 
gained,  as  broadly  as  they  could  be  gained,  indicating  the  cost 
of  money  under  every  kind  of  condition  that  I  could  think  of 
as  fairly  illustrative.  The  reason  for  the  exclusion  of  Massa- 
chusetts corporations  is  that  Massachusetts,  by  reason  of  the 
continuous  wise  administration  of  its  governing  body  and  the 
confidence  reposed  in  them,  has  reached  a  very  high  plane  of 
utility  development,  something  unapproached  in  any  other 
State  in  the  United  States.  The  Gas  and  Electricity  Commis- 
sion of  Massachusetts  stands  pre-eminently  above  every  other 
organization  of  the  kind  in  the  United  States  before  the  in- 
vesting public  to-day,  and  furthermore,  due  to  the  tax  laws 
in  Massachusetts,  eliminating  a  tax  on  personal  property  in 
stocks  and  bonds  of  Massachusetts  corporations,  there  is  in- 
stantly a  saving  of  from  $18  to  $20  a  thousand,  wdiich  im- 
mediately affects  the  availability  of  securities  in  Massachusetts, 
and.  inasmuch  as  the  public  utilities  have  gained  the  confi- 
dence of  the  community,  thev  have  been  made  lesral  invest- 
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ments  for  trustees  of  estates,  so  that  estates  use  them  as  their 
means  of  investment,  and  the  saving  in  the  tax  on  personal 
property  justifies  a  much  higher  value  than  in  any  other  State. 
To  illustrate  exactly  what  the  effect  is,  which  is  rather  inter- 
esting, the  Jacksonville,  Florida,  street  railway  properties  have 
been  built  and  managed  by  Stone  &  Webster  for  a  good  many 
years.  They  are  a  profitable  organization,  and  the  common 
stock — it  was  practically  a  common  stock  proposition — was 
freely  traded  in,  as  a  Florida  corporation  under  their  manage- 
ment, at  about  par,  $100  a  share.  A  Massachusetts  corpora- 
tion was  organized  and  took  it  over  share  for  share  and  bond 
for  bond — I  do  not  think  there  were  any  bonds  of  any  conse- 
quence, but  share  for  share  of  the  railway  corporation.  The 
Florida  corporation  went  out  of  existence  and  the  Massachu- 
setts corporation  took  its  place,  without  change  of  securities, 
management,  or  anything  else.  The  stock  went  from  100  to 
120.  solely  on  account  of  its  availability  as  an  investing 
medium  for  trustees,  and  it  seems  to  me  unfair  to  compare 
such  a  situation  with  the  ordinary  utility  situation  in  other 
States.     That  is  the  reason  for  that  exclusion. 

By  Commissioner  Pennypacker: — 

O.  Where  was  the  Bell  Telephone  Company  organized? 

A.  I  do  not  know. 

Mr.  Swayze:     Originally  in  Massachusetts. 

Commissioner  Pennypacker:     Where  is  your  charter? 

^Ir.  Marye  :     The  Bell  Telephone  Company  of  Pennsyl- 
vania?    That  is  a  Pennsylvania  corporation. 

Mr.   Swayze  :    The  American  Telephone    &    Telegraph 
Company  is  a  New  York  corporation. 

Mr.  Marye  :     The  Central  District  Telephone  Company 
is  also  a  Penns}lvania  corporation.     They  are  both  local  cor- 
i:)orations,  of  this  State. 
By  Commissioner  Pennypacker: — 

O.  They  are  fairly  well  managed,  are  they  not  ? 

A.  Splendidly,   but  ihey  have  not  the  advantage  of  the 
tax  exemption,  as  in  Massachusetts. 

Q.  Do  you  think  tlie  railroads  are  run  belter  in   Mas-^a- 
chusetts  ? 
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A.  No,  sir. 

Q.  Perhaps  you  will  tell  us  what  utilities  arc  mauaged 
better  ? 

A.  I  have  not  said  that  any  are.  I  have  not  said  that 
any  w-ere,  sir;  I  said  that  the  laws  of  Massachusetts  gave  cer- 
tain advantages  to  Massachusetts  corporations,  which  have  a 
great  mine  of  money  invested  in  utilities. 

O.  And  that  has  resulted  in  their  greater  success? 

A.  Not  at  all,  sir,  except  as  it  has  enabled  them  to  ac- 
quire money  on  much  more  favorable  terms  than  they  could 
in  any  other  State  in  the  Union. 

O.  If  they  have  had  better  opportunities  and  have  not 
attained  to  greater  success,  it  would  look  as  though  there  was 
poorer  management  ? 

A.  The  question,  then,  is  your  meaning  of  success,  sir.  I 
did  not  understand  your  application  of  it. 

O.  I  was  trying  to  get  your  thought  as  to  the  special 
advantages. 

A.  When  I  say  success,  I  do  not  know  that  the  electric 
light  companies  or  telephone  companies  render  better  service, 
or  that  they  fulfill  the  functions  of  a  utility  to  any  better 
advantage  than  they  do  elsewhere,  but  the  laws  of  Massa- 
chusetts give  a  favor  to  the  Massachusetts  corporations  in  the 
form  of  investment,  which  enables  a  utility,  and  certain  indus- 
trials, in  Massachusetts,  under  Massachusetts  laws,  to  acquire 
their  money  under  conditions  far  superior  to,  and  more  favor- 
able than,  those  of  corporations  in  other  States. 

r>y  Commissioner  Johnson  : — 

O.  Has  it  been  easier  to  secure  money  for  street  railroads 
in  ^Massachusetts  than  elsewhere  the  last  20  vears? 

A.  I  think  so. 

O.  And  yet  the  securities  have  been  carefully  regulated 
by  the  State  Commission? 

A.  Yes,  sir — as  to  railways,  sir,  I  am  not  familiar.  With 
the  electric  street  railway  control  I  am  not  familiar. 

By  ^Ir.  Marye: — 

O.  They  are  not  under  the  Gas  and  Electric  Commis- 
sion? 
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A.  They  are  not. 

Mr.  Marye:    They  are  under  the  Highway  Commission. 

Commissioner  Johnson:  The  electric  railways  were 
under  the  State  Railway  Commission  until  it  became  the 
Public  Utilities  Commission  last  year. 

Mr.  Marye  :  Yes,  but  he  was  speaking  of  the  Gas  and 
Electric  Commission,  an  entirely  different  body. 

Co:\iMissiONER  Johnson:  The  witness  spoke  of  public 
utilities  generally,  and  then  I  asked  if  it  had  been  easier  to 
get  money  for  street  railways  in  Massachusetts  the  last  20 
years  than  it  had  been  in  other  States. 

The  \\^itness  :  I  am  under  the  impression  that  it  has. 
but  I  am  not  speaking  of  railroads  in  Massachusetts  particu- 
larly. ]\Iy  acquaintance  is  more  with  the  electric  light  and 
power  companies  in  Massachusetts. 

By  Commissioner  Johnson: — 

Q.  Then,  in  your  judgment,  it  has  not  been  necessary 
for  investors,  at  least  in  street  railway  properties,  to  have 
the  inducement  of  speculative  gain,  in  order  to  enable  the 
street  railways  to  secvire  adequate  capital? 

A.  Quite  the  contrary,  sir. 

Q.  At  least,  the  speculative  gains  have  been  kept  out  of 
the  Massachusetts  street  railway  investments  by  public  regu- 
lation, for  a  number  of  years? 

A.  Quite  the  contrary. 

Q.  I  am  not  on  the  witness  stand.  Init  as  a  matter  of 
fact  the  securities  of  street  railway  companies  have  been 
regulated  by  the  State  Railroad  Commission  for  the  past  20 
years. 

A.  Yes,  sir.    I  have  been  an  investor  in  them. 

Q.  And  it  is  a  notorious  fact  that  the  securities  of  street 
railways  in  ^Massachusetts  correspond  fairly  closely  to  the 
money  put  into  the  property? 

A.  Fairly  so. 

Q.  Which  would  seem  to  indicate  that  the  speculative 
element  in  street  railway  investments  has  not  existed  for  20 
years? 

A.  I   think   that   the   few   illustrations   in   regard   to   the 
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Massachusetts  corporations  which  I  happen  to  be  famiHar 
with  are  not  railways.  If  you  will  permit  me  to  continue  the 
discussion  by  citing  the  class  of  utility  that  I  am  most  familiar 
with,  which  is  electric  light  and  power,  as  a  comparison  of 
facilities, -I  would  like  to  refer  to  the  acquisition  of  the  Edison 
Electric  Light  Company  at  Brockton,  Massachusetts. 

By  Commissioner  Pennypacker: — 

O.  As  I  understood  you  a  while  ago,  you  did  not  confine 
it  to  railways,  or  you  did  not  mention  railways  or  electric 
light  companies  ? 

A.  Not  particularly,  no. 

0.  The  words  that  you  used  were  public  utilities? 

A.  Exactly,  but  the  specific  instances  which  I  am  en- 
deavoring to  cite — 

O.  But  now  in  your  testimony  you  prefer  to  limit  it  to 
electric  light  companies? 

A.  As  to  the  specific  instances  within  my  acquaintance 
and  knowledge,  of  which  I  may  speak  with  assurance.  I  am 
perfectly  willing  to  generalize  as  to  utilities  generally,  but 
the  particular  cases  of  which  I  have  knowledge  are  those 
of  the  electric  light  and  power  class — personal  knowledge — 
and  I  want  to  show  that  the  speculative  element  is  present  as 
an  inducement  to  the  development  of  a  property  in  Massa- 
chusetts just  as  it  is  elsewhere. 

O.  I  do  not  want  to  interrupt  your  testimony,  but  I 
understood  you  to  put  a  very  high  eulogium  upon  the  man- 
agement of  affairs  in  Massachusetts,  and  I  wanted  to  know 
specifically  upon  what  it  was  based.  But  go  on  with  your 
testimony. 

A.  It  was  not  the  question  of  the  management  of  the 
utilities  that  I  referred  to,  but  the  effect  of  laws  and  their 
administration  on  the  minds  of  the  investors  is  what  I  tried 
to  make  clear.  The  management  of  the  utilities  themselves  is 
not,  I  think,  materially  dififerent  there  than  it  is  elsewhere.  In 
the  case  of  Brockton,  an  interest,  with  which  I  am  acquainted, 
in  1896  bought  the  stock  in  the  Edison  Electric  Light  Com- 
pany of  Brockton,  Mass..  some  small  amount  at  60  and  the 
remainder  at  95.     There  were  a  few  bonds  on  the  property, 
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but  so  small  in  amount  as  to  be  negligible  as  affecting  the 
equity  in  the  common  stock.  It  took  them  two  years  to  reha- 
bilitate the  property.  The  dividend  rate  was  suspended  for 
a  time,  and  then  renewed  at  6^,  and  the  stock  sold  at  par. 
The  speculative  interest  which  led  them  to  the  undertaking 
was  the  rise  in  the  value  of  the  entire  amount  of  the  capital 
stock,  by  reason  of  their  energetic  management.  That  was 
their  inducement,  not  to  the  initiation  of  the  enterprise,  but 
for  taking  over  a  going  concern  and  developing  it.  I  can  give 
plentv  of  other  such  instances,  several  in  Massachusetts,  and 
elsewhere. 

In  the  table  4-J  I  was  fortunate  in  getting  some  specific 
data  from  representative  organizations  of  high  standard.  I 
was  fortunate  further  in  getting  the  history  of  certain  of  those 
securities,  as  indicated  in  column  B-1.  for  instance,  where 
there  is  the  history  of  five  different  sales  of  the  same  issue 
of  bonds,  by  a  property  constructed  and  operated  by  Hodenpyl. 
Hardy  &  Co.  I  do  not  know  to  whom  they  sold  their  bonds 
in  that  instance.  The  subsequent  divisions  indicate  not  only 
who  handled  the  property  as  an  operator,  but  to  whom  the 
bonds  were  sold,  and  The  Central  District  Telephone  Com- 
pany of  Pennsylvania  is  the  first  instance. 

Bv  AIr.  Marye  : — 

O.  \\'ho  are  Hodenpyl,  Hardy  &  Co.  ? 

A.  They  are  utility  managers,  operators,  promoters,  and 
developers,  whose  business  is  the  accjuisition  of  local  plants, 
their  up-building  and  merging,  either  merging  or  otherwise 
placing  them  in  holding  companies  having  holdings  distributed 
in  other  parts  of  the  country. 

O.  Where  is  their  general  office? 

A.  New  York'  City,  14  Wall  Street,  I  think. 

O.  Take  the  "Electric  Company  in  Michigan."  What  was 
the  cost  of  their  acquisition  of  money?  W'hat  did  they  pay 
for  it? 

A.  The  price  which  the  public — the  price  which  I  would 
have  had  to  pay,  would  have  been  95  for  the  bonds.  They 
were  sold  through  the  bankers  for  88.  The  price  that  went 
into   the   till   of   the  corporation   was  88.     The   cost  of   the 
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money  was,  therefore,  $7  for  every  hundred.  It  is  fair  to 
say  that  that  money  is  not  a  profit  to  the  banker.  The  banker 
supplying  the  money,  under  his  usual  form,  must  supply  the 
money  as  it  is  wanted  by  the  utility,  regardless  of  the  time, 
stringency  or  otherwise,  and  before  making  the  advance,  the 
contract,  he  makes  an  investigation  of  the  property,  sometimes 
at  an  enormous  expense.  I  have  known  a  number  of  instances 
where  the  expense  for  a  five  million  dollar  issue  ran  close  to 
v$50,000 — the  expense  of  the  investigation  alone.  The  banker 
furnishing  the  money,  and  who  is  generally  represented  here 
bv  "Bonds  Sold  to,''  is  that  organization  having  the  money  in 
band,  ready  to  hand  out.  The  bonds  are  sold  through  a  dis- 
tributing house,  more  or  less  as  merchandise  is  sold  by  a 
jobber, — by  the  jobber  to  the  wholesaler,  who  peddles  it  to 
the  public,  the  retail  houses,  and  each  step  in  the  process 
requires  expenditures  of  money,  and  large  expenditures. 

O.  Now  as  to  the  character  of  these  utilities  that  you 
have  tabulated  in  these  five  sheets,  what  have  you  to  say  ? 
What  w"ould  be  their  rating? 

A.  Their  rating,  where  they  are  rated  at  all,  is  taken 
from  Moody's  Analysis  of  industrials  and  utilities. 

O.  XMiat  is  its  highest  rating? 

A.  Its  highest  rating  is  3A. 

O.  You  mean  AAA? 

A.  AAA. 

O.  Then  it  goes  on  down,  alphabetically  ? 

A.  A,  and  then  B  and  several  A's,  and  gradually  to  B  and 
C  and  several  A's  and  B's,  and  C's,  I  presume.  I  have  not 
followed  that  class  of  security  very  far. 

O.  This  table  in  column  B-2  would  indicate  that  the  pro- 
ceeds of  the  sale  of  bonds  of  the  Central  District  Company 
had  cost  what? 

A.  $4  for  every  hundred.  That  is  a  first  mortgage  bond. 
That  is  rated  as  "AA  (Assumed)."  There  was  no  rating  in 
Moody's  for  these  bonds,  because  they  were  issued  after 
Moody's  Analysis  came  out. 

O.  What  do  you  mean  by  "assumed?" 

A.  Because  bonds  previously  issued  and  rated  by  Moody 
on  Bell  Telephone  properties  contiguous  to  Pennsvlvania,  hav- 
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mg-  the  same  general  characteristics  as  those  of  the  Central 
District  Company,  had  been  rated  at  AA.  Therefore  I  as- 
sumed that  Ai\  would  be  the  rating  in  Moody,  and  so  indi- 
cate it. 

O.  The  "assumed,"  then  refers  to  your  own  assumption? 
A.  ]\Iy  own  assumption,  by  a  comparison  of  the  property 
with  similar  properties  so  rated. 

O.  Then,  without  going  through  them  in  detail,  these 
succeeding  four  sheets  are  constructed  on  the  same  basis,  and 
in  line  7  will  show  what  the  proceeds  from  bonds  and  mort- 
gage bonds  have  actually  cost  these  various  utilities  which 
you  have  here  enumerated? 
A.  Yes.  sir. 

O.  I  wanted  you,  if  you  could,  to  state  that  your  informa- 
tion here,  as  to  by  whom  the  properties  are  operated,  and  to 
whom  the  bonds  were  sold,  was  secured  by  you  personally, 
from  first  hand  sources. 

A.  It  was.  Do  you  wish  me  to  give  the  source  in  each 
instance  ? 

Q-.  Is  it  not  indicated  on  the  exhibit? 
A.  Not  necessarily. 

Q.  But  it  was  by  you  personally  obtained? 
A.  It  was.    The  source  of  the  information  was  either  from 
the  person, — the  operator,  line  8,  or  the  person  to  v.hom  the 
bonds  were  sold,  line  9. 

O.  You  are  personally  acquainted  with  all  these  firms 
here  mentioned? 

A.  I  am  personally  acquainted  with  all  the  firms  men- 
tioned, except  J.  Pierpont  Morgan,  and  Speyer  &  Company, 
and  Drexel  &  Company.  Their  names  were  added  in  each 
instance  by  the  associate  banker  acquiring  the  bonds,  in  refer- 
ence to  the  bonds  referred  to. 

Q.  They  were  in  a  syndicate? 
A.  They  were  in  a  syndicate. 

Q.  And  you  got  the  information  from  the  associate  in  that 
same  syndicate? 

A.  Yes.  For  instance,  in  the  case  of  B-2,  The  Central 
District  Telephone  Company,  the  source  of  my  information 
was  Lee  Higginson,  who  informed  me  that  Harris  Forbes  and 
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J.  Pierpont  Morgan  were  associates,  and  subsequentl>  that 
was  confirmed  by  Harris  Forbes.  In  the  case  of  B-3,  in  each 
of  the  sales  in  1912  and  1914,  the  information  was  given  me 
by  the  president  of  the  New  York  State  Railways,  and  also 
by  Harris  Forbes.  In  the  case  of  those  operated  by 
Hodenpyl.  Hardy  &  Co.,  the  information  pretty  generally  came 
from  Hodenpyl,  Hardy  &  Co. 

O.  How  about  those  operated  by  Stone  &  Webster? 
A.  From  Stone  &  Webster.     Those  operated  by  Byllesby 
came  from  Byllesby,  and  also  from  Harris  Forbes  or  from 
Lee  Higginson. 

O.  Given  to  yon  personally  by  them? 
A.  Given  to  me  personally  by  them. 
O.  In  a  personal  interview? 
A.  In  personal  interviews,  in  many  of  them. 
O.  What  is  your  deduction  as  to  the  cost  of  securing  the 
proceeds  from  the  issuance  of  mortgage  bonds  of  a  company 
of  the  grade  of  these  Telephone  Companies,  operating  in  the 
State  of  Pennsylvania,  as  indicated  on  these  sheets  that  you 
have  prepared  ? 
A.  About  4%. 
O.  For  bonds? 

A.  Yes,  sir,  for  first  mortgage  bonds.  I  would  like  to 
refer  to  column  B-14,  on  page  4.  There  appears  a  question 
mark  after  the  85,  which  refers  to  the  "Xet  to  Company  or 
Wholesale  Price,''  and  also  line  7,  "Cost  of  x\cquiring  Money 
per  $100."  ]\Iy  manuscript  was  evidently  not  very  clear,  and 
I  was  ii>  doubt  as  to  some  fractions,  small  amount. 

O.  You   mean   your  manuscript   that   you   prepared,   vou 
could  not  read  your  own  writing? 
A.  In  that  instance. 

O.  That  was  the  case  of  a  gas  and  electric  company  out 
on  the  Pacific  Coast? 

A.  Yes.  sir.  I  was  not  sure  to  a  very  small  amount  as  to 
exactly  what  it  was,  and  I  did  not  go  back  to  find  out. 

Q.  Did  you  make  the  same  character  of  an  inquiry,  by 
personal  interviews  with  operators  and  syndicates  to  whom  se- 
curities are  sold,  as  to  the  cost  of  financing  through  the 
medium  of  short  term  notes? 
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A.  I  did. 

O.  Have  you  tabulated  that  also  in  the  shape  of  an  ex- 
hibit that  you  can  file? 
A.  I  have. 

O.  Is  that  in  the  three  sheets  I  now  hand  vou? 
A.  Yes. 

(Statement  entitled  "Cost  of  Money,  Public  Utility 
Company- — Short  Term  Notes"  offered  in  evidence  and 
marked  Exhibit  4-K.) 

Tpie  Witness  :  These  three  pages  show  the  cost  of 
money  when  raised  practically  during  the  last  year.  Public 
utilities,  unfortunately,  in  order  to  render  the  service  de- 
manded, have  to  have  money  when  it  is  required,  regardless 
of  the  money  market,  and,  like  other  companies  and  other  in- 
stitutions, they  have  had  to  get  money  where  and  how  they 
could  during  1913.  It  seemed  to  me  that  it  would  be  inter- 
esting and  illuminating  to  show  what  raising  money  by  short 
term  notes  had  cost  properties  of  like  characteristics  to 
those  which  I  have  discussed  in  connection  with  raising  money 
by  mortgage  bonds.  In  this  connection  I  have  changed  the 
expression,  the  implication  as  to  the  cost  of  money.  Here  T 
have  taken  the  difference  between  the  par  value  and  the 
amount  which  entered  into  the  tills  of  the  corporations  as  the 
cost  of  money,  because  the  term  is  so  short  that  that  must  be 
its  cost.  That  is  in  distinction  from  the  mortgage  bonds,  where 
I  took  it  at  the  price  at  which  the  bonds  went  to  the  people 
themselves,  the  ultimate  users.  The  source  of  the  information 
is  the  same,-  generally  speaking. 

Q.  What  would  you  say,  from  your  examination  and 
study  and  conferences  with  these  various  banking  interests, 
would  be  the  cost  of  financing  a  utility  of  the  character  of 
these  Telephone  Companies  in  Pennsylvania,  by  the  method  of 
short  term  notes  ? 

A.  8  or  9%,  eight  or  nine  dollars  for  each  one  hundred 
dollars  raised,  running  higher  than  that  and  less  than  that. 

O.  I  forgot  to  ask  you,  and  I  would  like  you  to  state, 
whether  or  not  the  form  in  which  this  information  is  tabulated 
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by  you  was  submitted  to  these  various  bankers  and  skilled 
experts  as  being  a  proper  way  to  set  up  such  a  proposition 
as  this? 

A.  It  was.  and  modified  from  the  original  form  some- 
what, very  slightly,  and  the  form  filled  out  with  these  figures 
was  submitted  to  three  or  four  of  them  before  its  use,  for 
their  final  approval  of  the  figures  given. 

Q.  And  also  for  their  consent  to  your  use  of  them? 

A.  And  also  their  consent  to  my  using  them.  I  had 
agreed  that  1  would  not  use  the  figures  as  a  public  statement 
until  they  had  had  an  opportunity  to  see  exactly  how^  I  had 
presented  them,  how  they  appeared  in  the  form. 

O.  And  you  have  the  consent  of  those  gentlemen  to  your 
testifying  as  to  those  figures  here  to-day? 

A.  1  have,  sir,  and  the  use  of  these  figures  as  having  been 
given  by  them. 

O.  Did  you  prepare  a  similar  statement  to  indicate  the 
costs  of  financing  such  properties  by  the  medium  of  stock 
Issues  ? 

A.  I  did,  sir,  but  I  found  it  very  difficult  to  get  many 
mstances  of  comparatively  recent  date,  because  the  issuance  of 
common  stock  has  generally  been  accompanied  by  such  associa- 
ating  conditions  as  to  make  the  determination  of  the  cost 
of  money,  in  such  manner,  obscure  and  not  susceptible  of  a 
definite  statement.  I  was  only  able  to  learn  of  it  in  three 
instances. 

O.  Is  that  the  paper  I  show  you? 

A.  Yes. 

(Statement  entitled  "Cost  of  Money,  Public  Utilities 
Securities — Stocks"  ofltered  in  evidence  and  marked  Ex- 
hibit 4-L.) 

The  Witness:  Practically  the  only  information  contained 
on  that  sheet  is  in  the  first  column  and  the  last  column. 

O.  You  mean  N-10  and  N-14? 

A.  No,  I  mean  S-1  and  S-4.  I  think  the  statement  made 
in  S-4  is  extremely  indicative  of  the  effect  of  an  insufficient 
rate  of  return.     I  was  not  able  to  learn  what  the  loss  was, 
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incident  to  the  sale  of  a  large  part  of  the  preferred  stock  indi- 
cated in  S-4.  I  was  only  able  to  get  from  Mr.  Higginson  his 
average  figure. 

O.  He  would  not  give  you  the  detail? 

A.  The  manner  of  his  expression,  however,  indicated  his 
feelings,  together  with  the  statement  that  it  was  not  likely  that 
Lee  Higginson  would  undertake  another  stock  issue  very  soon. 

Q.  As  the  result  of  this  study  that  you  have  made,  going 
over  the  past  few  months,  and  which  you  have  outlined,  and 
the  results  of  which  you  have  tabulated  on  these  sheets  of 
paper  that  you  have  just  filed,  what,  in  your  opinion,  will  the 
money  necessary  for  financing  these  Telephone  Companies  in 
Pennsylvania  cost  the  Companies  ? 

A.  I  think  money  has  cost  the  Company  formerly  much 
more,  but  in  recent  years  and  for  a  large  part  of  the  money 
invested,  the  money  has  cost  not  less  than  5%. 

Q.  How  does  that  comport  with  your  own  personal  ex- 
perience in  other  utilities,  such  as  you  have  described  during 
the  course  of  your  testimony? 

A.  About  what,  as  a  general  run,  it  costs  for  well  estab- 
lished, profitable,  going  concerns.  I  have  not  made  a  com- 
parison of  new  enterprises,  have  not  compared  this  with  new 
enterprises  and  the  much  higher  charges  w^hich  new  enter- 
prises have  to  provide  in  order  to  get  money  to  launch  a  new 
project,  a  new  utility. 

O.  That,  then,  is  your  justification  for  including  item  32, 
to  wit,  "Cost  of  Money,"  which  you  place  at  $3,569,610.  as 
an  element  of  property  of  thest  Telephone  Companies  in  the 
State  of  Pennsylvania? 

A.  It  is,  sir;  and  just  as  much  an  element  of  property  and 
an  element  of  cost  as  the  poles,  the  wire,  or  the  trench  in 
which  a  conduit  is  placed. 

O.  That  item,  when  added  to  the  31  preceding  items 
which  you  have  enumerated  and  described,  will  give  you  what 
total  as  the  value  of  these  properties  in  Pennsylvania  ? 

A.  It  gives  me  $71,452,075  as  the  cost  of  these  properties 
in  Pennsylvania,  subject  to  the  possible  additions,  if  such  ad- 
ditions are  fair,  as  are  indicated  in  connection  with  general 
contingencies  and  omissions  and  general  contractor's  profits, 
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discussed  under  line  19.  I  am  not  sure  whether  those  should 
go  in  or  not,  nor  to  what  extent. 

Q.  Is  there  anything  you  have  enumerated  that  you  think 
should  be  left  out? 

A.  There  is  not. 

Q.  Did  you  make  an  analysis  of  the  direct  and  overhead 
charges  appearing  in  the  appraisal  of  the  properties  of  these 
Companies  in  Pennsylvania  as  of  August  31,  1912? 

A.  I  did. 

Q.  Did  you  prepare  that  in  the  shape  of  an  exhibit? 

A.  I  did,  sir. 

O.  Is  that  the  paper  that  I  show  you? 

A.  Yes. 

(Statement  entitled  "Analysis  of  Direct  and  Over- 
head Charges  Appearing  in  Appraisal  of  Properties  of 
The  Bell  Telephone  Company  of  Pennsylvania  and  The 
Central  District  Telephone  Company  in  State  of  Pennsyl- 
vania as  of  August  31,  1912  (F.  B.  H.  Paine)"  offered 
in  evidence  and  marked  Exhibit  4-M.) 

O.  That  really  should  be  read  in  connection  v>ith  Exhibit 
4-1? 

A.  Yes,  sir.  It  is  simply  a  re-arrangement  of  the  per- 
centages in  a  little  different  and  more  convenient  form,  for 
comparison. 

;Mr.  Marye  :  Appraisals  can  be  set  up  in  so  many  differ- 
ent and  various  ways,  that  a  person  accustomed  to  one  method 
of  set-up  has  difficulty  readily  in  analyzing  a  different  charac- 
ter of  set-up,  and  it  has  been  our  effort  to  set  these  up  in  as 
many  various  ways  as  possible,  in  order  that  individual  mem- 
bers of  the  Commission  might  strike  something  that  would  be 
familiar  to  them. 

O.  This  is  simply  a  distribution  of  actual  expenditures? 
It  is  not  a  method  of  applying  percentages  to  any  basis? 

A.  These  percentages  are  percentages  derived  from  the 
application  of  dollars.  The  dollars  are  not  derived  from  the 
percentages. 

O.  Have  you  attempted  to  project  these  properties  into 
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the  future  and  to  make  an  estimate  of  their  cost  in  the  years 
1914,  1915,  etc.? 

A.  I  have,  sir. 

Q.  Did  you  prepare  an  exhibit  to  give  us  your  indication 
of  such  a  forecast? 

A.  I  did. 

Q.  Is  that  the  paper  I  show  you  ? 

A.  It  is. 

(."statement  entitled  "Estimated  Increase  in  Proper- 
ties of  The  Bell  Telephone  Company  of  Pennsylvania 
and  The  Central  District  Telephone  Company  in  State 
of  Pennsylvania  Subsequent  to  August  31,  1912  (F.  B.  H. 
Paine)"  offered  in  evidence  and  marked  Exhibit  4-N.) 

O.  W  hat  is  your  estimate  of  the  cost  of  this  property  as 
of  December  31,  1913? 

A.  Based  on  the  increased  plant  counts,  various  moneys 
spent  between  August  31,  1912,  and  December  31,  1913,  plus 
the  increase  in  furniture,  fixtures,  supplies,  tools,  teams,  work- 
ing cash,  the  cost  of  attaching  the  business,  etc.,  increased 
proportionately,  brings  the  total  cost  as  of  December  31,  1913, 
to  $77,932,906. 

O.  Those  are  the  actual  changes  that  have  taken  place 
since  August  31,  1912? 

A.  Yes,  sir. 

Q.  What  is  your  estimate  of  tlie  cost  as  of  December  31. 
1914? 

A.  Based  on  the  budget  now  approved  and  under  process 
of  construction — 

O.  Budget  of  whom,  what  company? 

A.  Of  the  Company,  and  under  process  of  construction, 
with  the  other  items  added,  makes  it,  as  of  December  31,  1914, 
to  be  anticipated  at  $84,017,697. 

O.  And  as  of  December  31,  1915? 

A.  Assuming  the  same  amount  of  construction,  the  same 
general  conditions  to  prevail  during  1915  as   1^14,  the  same 
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additions  were  made,  bringing-  the  total  cost  anticipated,  as  of 
December  31,  1915,  at  $90,048,373. 


(Adjourned  until  Thursday.  May  21.  1914,  at  10  A.  M.) 


Hearing  before  the  Public  Service  Com- 
mission of  the  Commonwealth  of  Pennsylvania, 
Iield  at  Harrislnirq-.  Pa.,  Tune  4  and  5,  V)\4. 
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Hearing  held  before  the  Public   Service  Commission  of 

the   Commonwealth   of    Pennsylvania,   in   the  Senate   Caucus 

Room,   in  the   Capitol   Building,   Harrisburg,  Pa.,   Thursday, 
June  4.  1914,  10  A.  M. 


Present 


Commissioners  \\'allace,  acting  Chairman;  John- 
sox,  PEXxvrACKER  and  Brecht. 

William  X.  Trixkle,  Esq.,  counsel  for  the  Com- 
mission. 

Berxe  H.  Evaxs,  Esq.,  assistant  counsel  for  the 
Commission. 

George  P.  W'ilsox,  Esq.,  Chief,  Bureau  of  Tariffs 
and  Schedules. 

Archibald  B.  ^Millar,  Secretary  of  the  Commis- 
sion. 

J.  L.  Swayze,  Esq.,  Robert  V.  jMarye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  Findlay  French,  Esq.^  counsel  for  the  Pitts- 
burgh Chamber  of  Commerce. 
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Joseph  E.  Sterrett,  having  been  duly  sworn,  was  ex- 
amined as  follows : 

Bv  Mr.  Marye: — 

Q.  Will  you  please  give  your  name,  residence  and  occu- 
pation ? 

A.  Joseph  E.  Sterrett,  residence  New  York  City. 

O.  \Miat  is  your  occupation? 

A.  Certified  public  accountant. 

O.  With  what  concern  are  you  connected? 

A.  I  am  a  member  of  the  firm  of  Price,  W'aterhouse  & 
Company. 

O.  Generally,  what  is  the  business  of  Price,  Waterhouse 
&  Company? 

A.  The  audit  and  examination  of  accounts  of  business 
organizations  of  practically  every  kind  and  nature. 

Q.  Where  is  its  office? 

A.  Our  main  office  is  54  William  Street,  New  York  City, 
with  l;ranch  offices  in  a  number  of  the  leading  cities  through- 
out the  country. 

Q.  Throughout  this  country,  the  United  States? 

A.  Also  Canada  and  Mexico,  and  there  is  the  allied  firm 
in  London. 

O.  How  long  have  you  been  a  certified  accountant? 

A.  I  have  been  in  business  as  an  accountant,  on  my  own 
account,  for  about  twenty-one  years. 

Q.  How  long  have  you  been  with  Price  Waterhouse? 

A.  I  was  in  independent  practice  vmtil  1907,  when  I 
became  a  partner  in  Price.  Waterhouse  &  Companv. 

O.  1907? 

A.   1907.  merging  my  practice  with  theirs. 

Q.  Can  you  give  us  briefly  about  how  many  audits  Price 
Waterhouse  will  make  annually? 

A.  It  varies,  and  I  have  not  any  very  specific  data  on  it. 
I  would  estimate  it,  large  and  small,  as  probably  from  fifteen 
hundred  to  two  thousand  a  vear. 
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O.  Do  you  confine  your  activities  to  any  one  line  of  busi- 
ness, or  do  you  audit  all  kinds  of  concerns? 

A.  Practically  every  line  of  business.  I  think,  has  been 
covered  by  our  firm  at  various  times. 

O.  Railroads? 

A.  A  great  many  of  the  railroads,  all  kinds  of  public 
service  corporations,  manufacturing,  mercantile  and  govern- 
mental organizations,  such  as  municipalities,  and  the  Post 
Office  Department  of  the  United  States  Government. 

O.  For  what  purpose  is  your  firm  employed  to  make 
audits  ? 

A.  In  many  cases  we  are  appointed  either  by  the  share- 
holders or  by  the  directors  of  the  companies  to  audit  and  cer- 
tify the  annual  accounts  of  corporations.  In  many  cases  we 
are  employed  by  bankers  to  make  investigations,  for  the  pur- 
pose of  floating  securities.  We  are  called  in  in  other  cases 
in  partnership  disputes,  probate  cases,  and  generally  in  almost 
any  case  where  accounts  are  involved. 

Q.  You  have  been  employed  to  audit  the  affairs  of  a 
company  for  the  purpose  of  transfer,  or  sale  or  purchase,  or 
for  the  issuance  of  securities  ? 

A.  Oh,  yes,  a  great  many  times.  In  fact,  I  have  a  num- 
ber of  those  cases  on  hand  at  the  present  time,  four  or  five 
of  them.  One  of  them  is  an  elevated  railroad  and  another 
is  a  chain  ol  five  and  ten  cent  stores. 

By  Commissioxer  Pexnypacker  : — 

O.  Have  you  ever  gone  over  the  accounts  of  a  telephone 
company  ? 

A.  Yes,  quite  a  nvmiber  of  telephone  companies,  and  v/e 
made  a  very  lengthy  and  exhaustive  investigation  of  the 
Western  Union  Telegraph  Company — I  speak  of  that  as  it  is 
a  matter  of  public  record — some  three  years  ago. 

Bv  ]Mr.  ^NIarye  : — 

O.  For  what  purpose? 

A.  We  were  instructed  in  the  matter  by  ]SIr.  Hall,  who 
was  vice-president  of  the  A.  T.  &  T.  Company,  and  also  at 
that  time  chairman  of  the  Executive  Committee  of  the  Western 
Union  Telegraph  Company. 
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Q.  liy  A.  T.  &  T.  you  mean  American  Telephone  &  Tele- 
n;ra])h  Company  ? 

A.  I  do.  yes.  They  had  taken  over  the  Western  Union 
Telegraph  Company,  or  at  least  taken  over  the  control  of  it, 
and  they  desired  to  know  what  its  financial  condition  really 
was.  They  were  satisfied  it  was  not  correctly  shown  hy  the 
accounts. 

Bv  Commissioner  Pennypacker: — 

Q.  That  was  not  a  telephone  company? 

A.  No.  1  mention  it  because  it  is  what  you  might  term 
an  allied  industry. 

P.v  Mr.  Marve:— 

Q.  In  the  course  of  the  performance  of  your  duties, 
as  you  have  outlined  them,  was  it  necessary  that  you  come 
to  some  conclusion  and  opinion  as  to  what  w^ould  be  a  fair 
and  reasonable  return  to  the  investors  in,  or  owners  of, 
the  various  classes  of  enterprises  that  you  have  examined? 

A.  Yes,  that  comes  up  in  a  great  many  cases,  and 
bankers  rely,  to  some  extent,  at  least,  upon  our  judgment 
in  matters  of  that  sort.  They  consult  us  very  freely,  in 
cases  of  investigation  for  security  issues,  for  instance. 

O.  And  you  consider  it  necessary  that  you  have  an 
opinion   on   the   matter   of   fair  return? 

A.  I  deem  it  essential,  yes, 

Q.  \\'here  were  the  telephone  companies  operating,  to 
which  you  referred  in  answer  to  the  question  from  Gov- 
ernor Pennypacker? 

A.  I  do  not  know  that  I  am  at  liberty  to  give  the 
names  of  any  of  them,  because  our  reports  have  not,  I  be- 
lieve, in  most  cases  been  made  public — they  have  been  in 
some — and  I  do  not  like  to  mention  the  names. 

O.  Just  state,  in  general,  in  what  portion  of  the  United 
States  they  were  operating. 

A.  There  have  been  several  in  the  State  of  Pennsyl- 
vania, two  at  least  that  I  call  to  mind;  Ohio.  Indiana,  in 
western  states,  and  two  at  least  in  the  southern  states. 

O.  In  addition  to  those  telephone  companies  in  Penn- 
sylvania, have  you  investigated,  analyzed,  audited  and  re- 
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pcjrted  on,  the  affairs  of  public  utilities  in  the  State  of  Penn- 
sylvania? 

jV.  Yes ;  electric  railways,  electric  light  and  gas  prop- 
erties. 

By  Commissioner  Brecht: — 

O.  What  seems  to  be  the  objection  to  divulging  the 
names  of  these  companies?  The  investigation  is  not  con- 
ducted without  their  knowledge,  is  it? 

A.  The  investigation  is  conducted  with  their  knowl- 
edge, to  be  sure,  but  the  reports  are  private. 

Q.  The  question  did  not  ask  for  a  statement  of  the 
reports,  or  any  information  bearing  on  the  matter,  any- 
thing further  than  the  names. 

A.  A\'e  have  made  it  an  invariable  ryle  that  we  will 
not  disclose  the  name  of  a  client  without  his  knowledge 
or  consent.  It  may  perhaps  lead  to  other  information,  or 
to  inferences  being  drawn.  We  have  felt  that  that  was  a 
proper  rule  to  maintain. 

By  Mr.  Mar  ye: — 

Q.  Did  you  ever  investigate  or  audit  the  accounts  of 
The  Bell  Telephone  Company  of  Pennsylvania,  or  The 
Central  District  Telephone  Company? 

A.  I  think  not. 

O.  In  your  opinion,  what  is  a  fair  return  on  the  aver- 
age, medium  size,  manufacturing  industry  in  the  State  of 
Pennsylvania? 

A.  The  return  necessarily  varies,  owing  to  the  conditions 
surrounding  the  business,  the  measure  of  competition  and 
what  you  might  call  the  speculative  risks  that  are  involved ; 
but,  putting  it  generally,  I  should  say  that  no  one  would  care 
to  undertake  a  new  enterprise  in  the  manufacturing  line, 
unless  they  felt  that  they  were  reasonably  well  assured  of  a 
return  of  from  15%  to  20%.  Many  manufacturing  corpora- 
tions make  much  more  than  that,  and,  of  course,  there  are 
others  that  are  unsuccessful. 

Q.  You  think  the  minimum  would  be  somewhere  between- 
1.^%  and  20%? 

A.  I  think  so.     I  do  not  believe  that  you  would  get  ?,  per- 
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son  to  go  in  and  invest  money  in  a  new  manufacturing  business, 
that  did  not  give  substantial  promise  of  a  return  somewhere 
in  that  neighborhood. 

Dv  Commissioner  Penxvpacker: — 

O.   15%  or  20%  upon  what? 

A.  Upon  the  actual  investment. 

Q.  Plant  investment? 

A.  The  plant  and  the  working  capital ;  whatever  amount 
of  money  is  necessary  to  operate  the  business. 

Bv  Commissioner  Johnson  : — 

Q.  May  I  ask  whether  compensation  for  the  management 
of  the  company  would  be  allowed  those  who  made  the  invest- 
ment ? 

A.  I  have  in  mind  a  corporation  where  the  management 
salaries — that  is,  reasonable  management  salaries — -would  be 
part  of  the  ordinary  operating  expenses  of  the  business. 

O.  So  that,  if  a  man  went  into  business  and  devoted  his 
own  time  to  it,  he  would  have  a  salary  in  addition  to  \S%  to 
20%  upon  his  investment? 

A.  Yes.  » 

By  I\Ir.  Marye:— 

Q.  That  is  net.  after  the  paying  of  all  ihe  expenses  of 
operation  ? 

A.  Oh,  yes,  certainly. 

O.  And  in  the  expenses  of  operation  you  have  assumed 
would  be  included  compensation  to  all  of  the  officials,  officers 
and  employes  of  the  company? 

A.  Reasonable  salaries  to  the  officials,  and  all  ordinary 
operating  charges,  including  depreciation  of  plant,  if  any. 

Q.  That  is  net.  after  those  provisions? 

A.  Yes. 

O.  Xow  in  line  with  the  thought  suggested  bv  the  ques- 
tion of  a  member  of  the  Commission,  and  carrying  it  a  little 
further,  as  to  the  return  upon  what — in  other  words,  the  base 
of  the  return :  you  said  upon  plant  and  working  capital.  As  a 
matter  of  fact,  do  you  know  the  method  employed  by  manufac- 
turers in  giving  an  estimate  of  the  value  of  their  plant,  in  re- 
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spect  to  whether  or  not  they  inchide  good  will  and  other  in- 
tangible values? 

A.  Intangible  values  form  an  element  of  value,  undoubted- 
ly, but  they  are,  I  think,  at  the  present  time  usually  dealt  with 
as  separate  from  the  tangible  property  of  the  business. 

Q.  Does  the  business  upon  which  you  are  calculating  your 
15%  or  20%  include  such  values? 

A.  That  would  be  exclusive  of  intangible  values.  To  a 
large  extent  the  intangible  values  are  based  on  earnings,  in 
the  case  of  a  sale  at  least. 

O.  So  that,  in  attempting  to  arrive  at  your  base,  if  you 
include  good  will,  which  you  would  have  to  base  upon  earn- 
ings, you  would  be  reasoning  rather  in  a  circle? 

A.  Yes. 

O.  Have  you  with  you  a  statement,  which  you  can  file 
with  the  Commission,  showing  the  earnings  in  a  representative 
number  of  manufacturing  industries  in  this  country? 

A.  I  have  here  a  statement,  which  I  have  prepared  from 
private  records  in  our  own  office.  This  is  not  aimed  to  be  an 
exhaustive  statement.  It  was  taken  merely  as  indicative  of 
what  I  think  are  general  conditions.  In  preparing  it  there  was 
no  attempt  made  to  select  companies.  As  a  matter  of  fact, 
what  I  did  was  to  take  from  our  tiles  a  pile  of  the  reports, 
statements  and  accounts  that  had  been  prepared,  and  I  took 
them  as  they  came,  throwing  aside  the  reports  from  western 
offices  and  confining  myself  to  reports  that  had  been  made  in 
the  New  York-Philadelphia-Pittsburg  district,  and  one  or  two 
Boston  reports. 

(Statement  entitled  "Statement  Showing  Return  on 
Investment  in  Sundry  Manufacturing  Corporations  not 
under  Governmental  Control"  ofifered  in  evidence  and 
marked  Exhibit  4-0.) 

Q.  Did  you  select  them  for  the  purpose  of  showing  pros- 
perous concerns? 

A.  Not  at  all.  As  a  matter  of  fact  I  did  not  look  at  the 
inside  of  the  reports.  I  picked  them  out,  recognised  the 
names,  and  laid  these  in  a  pile  by  themselves  and  turned  them 
over  to  one  of  my  clerks  to  prepare  th.is  table. 
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Bv  Commissioner  Pennvpacker: — 

•Q.  I  want  to  be  sure  that  I  understand  you  correctly. 
Do  you  mean  that  a  reasonable  compensation  is  15%  or  20% 
upon  the  money  employed  in  the  conduct  of  the  business,  or  is 
it  15%  or  20%  upon  the  money  invested  in  the  construction  of 
the  plant  as  well? 

A.  There  are  two  elements  that  I  have  in  mind :  one 
is  the  money  that  is  put  into  bricks  and  mortar  and  ma- 
chinery, and,  in  addition  to  that,  there  is  the  working  capital 
that  must  be  used  for  the  material  and  book  accounts  and 
cash  in  bank,  and  all  that  sort  of  thing. 

O.  Yes,  there  are  those  differences.  Now  do  you  think 
that  the  proper  compensation  is  15%  or  20%  upon  the  whole 
of  it  ? 

A.  I  think  that  is  what  the  average  business  man  would 
expect  to  make,  before  he  would  be  walling  to  invest  his  money 
in  a  new  manufacturing  enterprise. 

O.  Suppose  he  buys  real  estate  and  erects  a  mill,  or 
a  plant  of  some  kind,  upon  it:  is  it  your  thought  that  tliat 
is  reasonable  compensation,  15%  or  20%  upon  that  invest- 
ment ? 

A.  I  think  that  a  business  man  would  expect  to  make 
something  like  that  on  his  entire  investment.  Understand, 
of  course,  that  they  do  not  all  do  that.  There  are  many 
businesses  that  are  failures. 

O.  I  know,  but  you  are  giving  your  judgment  as  to 
what   would   be    a    reasonable    return? 

A.  Yes.  I  think  that  is  borne  out  b}'  this  statement 
^\•hicb  has  just  been  submitted. 

Bv  ]\Ir.  Marve: — 

O.  What  does  this  statement,  marked  Exhibit  4-0, 
purport  to  represent? 

A.  This  statement  represents  the  amount  of  the  in- 
vestment in  tangible  property  in  a  number  of  companies, 
some  thirty-six  in  all ;  the  amount  of  profit  that  has  been 
made  for  these  companies,  for  the  most  part  during  the 
year  1913,  which  was  not  a  particularly  prosperous  year; 
and   the  percentage  of  that  profit  to  the   investment.     So 
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far  as  possible  the  intangible  values  have  been  eliminated, 
although,  in  some  instances,  I  think  it  is  possible  that  there 
may  be  some  intangible  values  included. 

Q.  You  ha^'e  attempted  to  exclude   that? 

A.  So  far  as  we  could,  we  excluded  it,  but  in  some 
cases,  where  we  did  not  have  anything  in  the  nature  of  an 
appraisal  of  the  property,  something  may  have  been  in- 
cluded, at  some  past  date,  and  no  longer  clearly  disclosed. 

O.  The  figures  and  data  appearing  upon  this  statement, 
marked  4-0,  you  have  gotten  from  the  records  in  your 
office? 

A.  Yes. 

O.  \\"hat  is  the  left  hand,  or  first  column,  of  that 
statement? 

A.  Those  are  identifying  numbers,  that  enable  me  to 
identify  the  companies. 

O.  ^^'ith   all  these  companies  you  are  familiar? 

A.  Yes. 

O.  Xow  the  second  column  represents  what? 

A.  That  represents  the  period  in  which  the  profits 
shown   were   earned. 

O.  And  the  third  column? 

A.  The  amount  of  the  investment  in  tangible  assets, 
so  far  as  we  were  able  to  determine  that  fact. 

O.  The  tangible  assets? 

A.  The  tangible  assets,  yes. 

O.  And  the  fourth   column? 

A.  The  average  annual  profit. 

Q.  And  the  last  one? 

A.  The  percentage. 

O.  Now  taking  up  your  company  No.  1.  \\'hat  kind 
of  a  comjiany  was  that? 

A.  That  company  manufactures  and  sells  musical 
instruments. 

O.  Is  it  a  representative  company  of  that  character? 

A.  I  think  it  is,  yes,  quite. 

O.  \A'hat   was   their   annual   profit,   for  the   vcar   FHo' 

A.  $779,415. 

O.  What  percentage   was  that   of  the  investment? 
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A.  That  was  8.14%. 

Q.  Now  your  second  company  was  what;  what  char- 
acter w'as  that? 

A.  That  is  a  brewery. 

O.  Was  that  a  representative  brewery? 

A.  Yes,   I    think    it   is;   not   a   very   large   one. 

O.  The  third  one  w^as  what  kind  of  a  company? 

A.  That  is  a  company  manufacturing  office  devices. 

Q.  And  the  fourth? 

A.  That  is  a  small  brewery. 

Bv  Commissioner  Pexxvpacker: — 

O.  But  you  do  not  expect  telephone  companies  to 
make  as   much   as   brew^eries? 

A.  Brew^eries  think  they  are  having  a  very  hard  time 
of  it   now^ 

Bv  Commissioner  Brecht  : — 

Q.  How^  long  since  you  made  the  investigation  of  that 
particular  case? 

A.  The  first  brewer}^  that  I  mention  is  1912 ;  the 
second  one  is  for  the  year  1913. 

By  Mr.  Marye:— 

O.  Haven't  you  that  exactly  wrong?  The  first  one  is 
for  w'hat  year? 

A.  No.  2  is   the   first  brew^ery. 

Q.  I  thought  you  said  the  first  company? 

A.  No. 

Q.  Your  fifth  company  was  Avhat  kind  of  a  company? 

A.  That  is  a  textile  manufacturing  company. 

O.  And  the  sixth? 

A.  That  is  a  company  manufacturing  photographic 
supplies. 

O.  Is  that  a  representative  company  in  that  line  of 
business? 

A.  It  is  not  one  of  the  big  companies,  but  it  is,  I 
think,  quite  representative. 

O.  And  your  seventh  company? 

A.  That  is  a  rubber  manufacturing  company. 
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Q.  And  the  eighth? 

A.  That  is  a  manufacturer  of  drugs. 

Q.  The  ninth? 

A.  That  is  rather  difficult  for  me  to  describe  without 
identifying  it.    It  is  engaged  in  the  moving  picture  industry. 

O.  Motion  pictures? 

A.  Yes. 

Q.  The  tenth? 

A.  No.    10  is   a   fertihzer  company. 

O.  No.  11? 

A.  Leather. 

Q.  No.   12? 

A.  That  is  musical  instruments. 

Q.   13? 

A.  That  is  a  textile  concern. 

Q.  14? 

A.  Those  people  are  engaged,  I  think,  in  the  manu- 
facture of  textile  machines. 

O.  15? 

A.  That  is  a  hair  company. 

Q.  Dealers  in  human  hair? 

A.  No,  manufacturers  of  hair  taken  from  hides,  skins,  etc. 

Q.  16? 

A.   16  are  manvifacturers  of  machines. 

O.  What  kind  of  machines? 

By  Commissioner  Pennypacker:— • 

Q.  Switchboards,  or  anything  like  that? 

A.  No,  I  think  they  are  textile  machines,  if  I  am  not 

mistaken. 

By  Mr.  Marye:— 
O.  17? 

A.  That  is  a  cotton  mill. 
Q.  18? 
A.  Steel. 
O.  19? 
A.  Cement. 
Q.  20? 
A.  Paper. 
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g.  21? 

A.  Textile  machinery. 

Q.  22? 

A.  Refrigerating  apparatus. 

Q.  23? 

A.  That  is  tinware,  ahiminum,  etc. 

Q.  24? 

A.  The  same  Hne  of  business. 

O.  Tinware,  aluminum,  etc? 

A.  Yes,  manufacturers  in  both  cases. 

O.  25? 

A.  Iron  and  steel. 

O.  Manufacturing? 

A.  Yes. 

O.  26? 

A.  Stationers,  manufacturing  stationery  concern. 

O.  27? 

A.  They  are  manufacturers  of  heavy  grinding  machines; 
crushing  machinery,  stone  and  that  sort  of  thing. 

O.  28? 

A.  Wire  manufacturers. 

O.  29? 

A.  That  is  a  brass  concern. 

O.  30? 

A.  That  is  a  chemical  concern,  manufacturing  chemicals. 

O.  31? 

A.  Carpet  manufacturer. 

O.  32? 

A.  2)2  and  33  are  rubber. 

Q.  Manufacturers  of  rubber? 

A.  Of  rul)l:)er  goods. 

O.  34? 

A.  Lighting  fixtures. 

O.  Gas  or  electric? 

A.  FJcctric.   I   think,  only. 

o.  zs-^ 

A.  That  is  a  manufacturer  of  automobile  specialties. 
I  might  add  that  that  is  not  an  exceptional  year  in  that 
case.     They  have  been  doing  that  well  for  several  vears. 
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O.  Do  they  manufacture  the  automobile  itself? 
A.  Xo,   simply   certain    specialties   in   connection   witli 
the  automobile. 

O.   Patented  articles? 

A.   Patented  articles,  and   in   ])ractically  universal   use. 

Q.  36? 

A.  That   is   a   chain   manufacturinQ-   company. 

(J.  Steel   chains? 

A.  Yes. 

\\\  Commissioner  Pexxvpacker: — 

Q.  It  would  appear  from  these  figures  that,  where 
the  in\estment  was  quite  a  large  investment,  the  per- 
centage was  less  ? 

A.  That  is  prolKddy  true,  taking  it  broadly,  because, 
as  a  business  grows,  the  tendency  is  toward  solidity  in  every 
sense  of  the  word.  The  risks  of  the  business  are  not  so  great ; 
the  risks  are  more  or  less  eliminated  by  growth.  That  is 
well  illustrated  bv  the  i)acking  industry.  The  packing  industry 
has  gone  into  the  hands  of  comparatively  few  people,  largely 
because  the  small  fellows  have  not  been  able  to  live  on  the 
small  margin  of  profit  that  there  is  in  the  packing  industr\-. 
That  may  not  be  in  accordance  with  the  popular  theory,  but 
it  is  in  accordance  with  the  facts  as  we  have  found  them  from 
books  of  account  in   manv  instances. 

V>\  Mr.  ^Iarve:— 

O.  Docs  that  indicate  that  the  popular  conception, 
that  is.  that  large  industrial  enterprises,  sometimes  called 
trusts,  are  making  a  liigher  rate  of  return  than  the  small 
manufacturers,   is   or   is   not   a   correct   one? 

A.  I  should  think-  iliat  the  small  manufacturers,  take 
them  1)v  and  large,  are  making  a  larger  rate  c>f  return  than 
the  large  trusts. 

Q.   Is  that  the  ])opular  concc])ti<»n? 

A.  I  shoidd  not  think  so.  I  was  interested,  just  in 
connection  with  these  figures,  to  see  that  the  Commissioner 
of  Corporations,  in  his  report  two  or  three  years  ago  on 
the  Steel   Corporation — 

().  'Idle   United    States    (jimmissioner ? 
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A.  The  rnitecl  States-  Commissioner  of  Corporations, 
1  think  is  his  official  title,  in  his  report  on  the  Steel  Cor- 
poration, ascertained  as  accnrately  as  he  conld  the  valne' 
of  the  tanr^ible  assets  of  the  Corporation,  and  he  found 
that  the  averaj^^e  per  cent,  of  profit  to  that  value,  over  a  period 
of  nine  and  three-quarters  years,  was  very  close  to  12%. 
The  average  of  these  companies  would  be  quite  a  little 
l>it  higher  than  that. 

O.   Indicate   it  more   closely   than  that,   if  you   can. 

A.  They  average  about  14%. 

Bv  Commissioner  Pennypacker: — 

O.  I  suppose  it  would  have  been  possible  to  have 
made  up  a  list  of  thirty-six  corporations  which  did  not 
make  anything  at  all,  would  it  not? 

A.  It  would  not  be  nearly  so  easy  as  it  would  be  to 
make  up  a  list  of  thirty-six  companies  that  made  over 
20%.  Reducing  it  to  percentages,  it  would  be  a  compara- 
tivelv  small  percentage  of  companies  that  make  nothing 
at  all.  Of  course,  there  are  companies  that  have  had  their 
bad  years. 

Q.  ]My  impression  was  that  business  experience  led 
to  the  view  that  the  great  proportion  feiiled  utterly? 

A.  That  is  the  popular  theory,  but  I  have  ne\-er  seen 
anv  facts  that  supported  it.  I  do  not  deny  it:  I  simply 
do    not   know    any    authority    for    it. 

Bv  :\Ir.  Marve: — 

Q.  Your  experience,  then,  is  that  most  of  the  manu- 
facturing concerns  that  Price  Waterhouse  have  audited  in 
the  period  during  which  you  have  been  connected  with  that 
Company,  are  prosperous  concerns,  making  at  least  20%  ? 

A.  Yes.  I  should  think  that  the  number  of  cases  where 
we  are  called  in  in  the  event  of  bankruptcy,  or  assignment, 
or  receiverships — I  do  not  suppose  that  that  business 
amounts  to  1%  of  our  aggregate.  I  do  not  think  it  amounts 
to  anything  like   1%. 

Bv  Commissioner  Johnson: — 

O.  Are  1914  conditions  as  favorable  as  1913  condi- 
tions were? 
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A.  1913  \\2iS  a  spotted  sort  of  year.  Part  of  the  year 
was  pretty  good.  Then  during  the  middle  of  the  year 
there  was  a  bad  slump,  with  a  recovery  toward  the  latter  part 
of  the  year,  and  that  recovery  extended,  as  far  as  my  observa- 
tion goes,  into  the  early  months  of  this  year.  Since  then 
business  generally,  I  think,  has  gone  ofif,  very  much  as  it  did 
in  1913.  How  it  will  average  up  for  the  whole  year  it  is 
difficult  to  predict  at  the  present  time.  Certainly  the  immediate 
outlook  is  not  favorable. 

By  ]\1r.  Mar  ye: — 

O.  The  companies  that  you  have  listed  in  this  state- 
ment  have   been   operating   under   competitive   conditions? 

A.  Yes,  except  in  so  far  as  they  are  protected  by 
patents.  The  company  that  was  remarked  a  moment  ago, 
Xo.   13,  is,  of  course,  fully  protected  by  patents. 

O.  The  other  companies  on  the  list,  though,  are 
operating  under  conditions  of  competition? 

A.  Yes.  A  number  of  them  are  in  competition  with 
each  other. 

0.  Have  you  given  any  thought  to  the  question  as  to 
the  rate  of  return  that  would  be  reasonable  for  a  public 
utility  company  operating  under  Government  regulation  on 
the  one  hand,  and  manufacturing  enterprises  on  the  other — 
that  is,  the  question  of  what  would  be  a  reasonable  rate  of 
return  for  a  public  utility  company  as  compared  with  a 
reasonable  rate  of  return  for  a  manufacturing  enterprise? 

A.  The  rate  of  return  on  a  public  utiHty  would  naturally 
be  less  than  on  a  manufacturing  concern,  because  there  are 
usually  certain  elements  of  monopoly,  and  the  element  of 
risk,  on  the  whole,  is  less  than  it  is  ordinarily  in  manufactur- 
ing concerns. 

O.  In  what  respect  is  the  element  of  risk  less,  in  your 
opinion,  in  public  utilities  than  in  manufacturing  concerns? 

A.  In  most  public  utilities  the  competitive  risk  is  consid- 
erably reduced.    In  some  cases  it  is  almost  eliminated. 

Q.  To  what  class  of  utilities  do  you  refer,  or  to  all? 

A.  You  take  such  a  public  utility  as  the  surface  road  on 
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I'.roadwaw  New  ^'ork.  You  could  not  very  well  introduce 
competition  there,  and,  while  that  company,  I  suppose,  is 
not  in  any  sense  guaranteed  against  competition,  as  a  matter 
of  fact  it  is  not  subject  to  immediate  competition. 

0.  How  about  the  stage  lines  in  New  York?    Are  they 
in  competition  with  the  surface  railroad? 

A.  I  suppose  on  some  of  the  streets  they  are. 
O.   How  about  water  companies? 

A.  A  water  company  is  relatively  free  from  competitior., 
\        Q.  Gas  and  electric  light  companies? 

A.  Those  compai'ies,  too.  are  more  free  from  competition, 
although  probably  not  quite  so  much  so  as  a  water  company. 
O.  Do  \ou  not  usually  find.  in.  all  municipalities,  both  a 
gas  plant  and  an  electric  lighting  plant? 
A.  Yes,  ])ractically  all  of  them. 

Q.  Is  it  \inir  o])ini()n  that  they  are  not  competing  with 
each  other? 

A.  The\-  certainh'  are  competing  with  each 'other.  * 

* 
Bv  Co.MMIS.^IOXER  Pennvi'acker  : — 

Q.  I  take  it  that  your  experience  as  an  accountant,  as  a 
general  thing,  puts  you  among  the  class  of  the  more  prosper- 
ous corporations :  that  is.  those  that  have  never  succeeded  and 
do  not  get  ahead  and  have  no  mnnev.  do  not  often  come  to 
you.  do  they  ? 

.\.  I  suppose  that  in  the  great  majority,  at  least  a  large 
proportion,  of  cases  of  failures,  accountants  are  called  in. 
Usually  the  first  thing  a  receiver  does,  or  one  of  the  first 
things  a  receiver  does,  is  to  employ  accountants,  and.  while 
certainly  the  large  proportion  of  our  business  is  with  pros- 
perous concerns,  1  think  that  we,  and  other  accountants,  prob- 
al)ly  get  a  very  fair  share  of  those  that  are  not  prosperous. 

O.  Those  that  are  not  prosperous  would  not  be  likelv  to 
need  your  services.  In  the  first  place.  T  take  it  that,  with  the 
standing  of  your  firm  and  its  long  experience,  the  expense  is 
something  considerable,  and.  unless  a  corporation  is  fairly 
prosperous,  they  would  not  need  your  services.  Of  course, 
you  occasionally  have  to  settle  up  the  altairs  of  a  receivership. 
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and  that  means  that  there  is  an  amount  of  property  worthy 
of  consideration,  while  the  failures  never  come  to  you. 

A.  On  the  other  hand,  there  are  a  great  many  cases 
where  a  business  is  not  yielding  satisfactory  returns,  and 
we  are  called  in  to  investigate,  to  ascertain  why  it  is,  and,  by 
pointing-  out  the  cause,  to  perhaps  indicate  a  remedy.  We 
get  a  great  many  cases  of  that  sort. 

By  Mr.   Marve: — 

O.  You  are  consulted  then,  and  vour  opinion  asked,  as 
to  the  cause  of  trouble,  and  also  as  to  the  most  feasible 
remedy  ? 

A.  Yes.  Following  up  the  line  of  the  Commissioner's 
question,  if  I  may  just  a  moment,  there  are,  of  course,  a  great 
many  failin"es  in  very  small  businesses.  Take  in  New  York- 
City  up  along  Broadway,  you  will  find  all  sorts  of  little  shops. 
They  stay  in  business  for  a  little  while  and  then  they  disappear 
and  somebody  else  takes  the  place.  Whether  they  fail,  or 
what  happens  to  them,  apparently  nobody  knows ;  but  there  is 
a  shifting  aroimd  there  that  naturally  we  do  not  g'et  into  very 
much.  I  think  j^erhaps  that  whatever  impression  there  is 
abroad  publicly  as  to  the  number  of  people  that  fail  in  busi- 
ness, must  be  based  very  largely  upon  the  people  who  go 
into  these  small  businesses,  usually  with  an  utter  lack  of  cap- 
ital, that  makes  success  impossible  from  the  start. 

O.  To  be  successful  in  almost  every  line  of  business,  you 
have  to  grow  ? 

A.  You  have  to  have  something  to  start  with,  before  }ou 
can  grow  very  much,  and  a  great  many  people  go  into  business 
in  a  small  way,  utterly  barred  from  any  possiljility  of  success, 
by  reason  of  lack  of  capital. 

O.  And  if  they  are  reasonably  successful,  they  grow? 

A.  They  must  grow  to  be  successful. 

Q.  And  to  g^row  they  have  to  have  more  money? 

A.  Yes. 

By  Commissioner  Pennvpacker: — 

O.  I  think  the  Bell  Telephone  Companv  began  with  a 
single  individual  in  a  cellar? 
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A.   It  liad  its  start,  I  believe,  in  a  pretty  small  way. 

V>\  Mr.  Marve:— 

O.  Is  it  your  observation  and  opinion  that  the  various 
consumers  of  money — speaking  now  of  those  who  need  money 
in  their  business,  public  utilities,  manufacturers,  banks  and 
what  not — are  all  in  the  money  market,  competing  with  each 
other  for  money? 

A.  They  certainly  are. 

Q.  What  inducements  do  they  have  to  offer  to  the 
bankers,  or  the  money  market,  in  order  to  secure  the  necessary 
money  for  their  business? 

A.  They  have  to  ofifer,  first  of  all,  the  largest  measure 
of  security  for  the  principal  that  they  can,  and  then  they 
must  show  a  satisfactory  return,  with  a  margin  of  earnings 
above  that,  to  give  some  assurance  of  a  continuance  of  the 
return. 

Q.  Then  it  is  a  fact  that  there  is  active,  live,  constant  com- 
petition in  the  market  for  money?  . 

A.  Securities  are  very  much  like  merchandise.  There 
is  a  large  volume  of  them,  and  they  are  being  pushed  by  bank- 
ing institutions  all  over  the  country,  just  as  merchants  push 
their  various  lines  of  merchandise. 

O.  Does  it  cost  anybody  something  to  get  money,  just  as 
it  does  to  get  merchandise? 

A.  It  certainly  does. 

Q.  You  have  to  go  and  buy  it.  just  like  you  would  bTiy 
goods,  merchandise,  or  machinery,  or  poles  ? 

Q.  And  when  they  go  to  buy  they  have  to  offer  something  ? 

A.  Yes. 

O.  There  is  always  a  cost,  however,  for  money,  just  as 
there  is  a  cost  for  everything  else? 

A.  Certainly. 

O.  Do  you  know  whether  or  not  in  the  State  of  Pennsyl- 
vania there  is  competition  throughout  the  State  in  the  telephone 
business  ? 

A.  I  know  in  a  general  way  that  there  is.  I  know  that 
in  Philadelphia,  for  instance,  where  we  have  an  office    there 
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are  two  telephone  companies  operating,  and  I  have  seen  the 
same  thing  in  other  cities  of  the  State. 

Q.  Have  you  ever  been  through  any  of  the  rural  communi- 
ties of  Pennsylvania? 

A.  Yes.  ' 

Q.  Have  you  met  with  competition  in  the  telephone  busi- 
ness wherever  you  have  gone  ? 

A.  I  know  that  telephone  competition  exists  in  those  sec- 
tions of  the  State,  with  which  I  am  familiar. 

O.  Do  you  know  whether  or  not  there  is  a  provision  in 
the  Constitution  of  the  State  of  Pennsylvania  forbidding  one 
telephone  company  to  own  or  control  the  capital  stock,  or  pur- 
chase the  property,  of  a  competing  telephone  company? 

A.  I  have  understood  that  there  is  such  a  provision. 

Q.  Assuming  that  the  Bell  Telephone  System  in  the  State 
of  Pennsylvania,  operated  by  what  is  known  as  The  Bell 
Telephone  Company  of  Pennsylvania  throughout  the  greater 
portion  of  the  State,  and  by  The  Central  District  Telephone 
Company  operating  in  the  western  portion  of  the  State,  has 
been  in  operation  for  a  period  of  thirty  years — in  fact,  since 
the  invention  of  the  telephone — and  that  up  to  the  present  day 
they  have  constructed  and  now  have  in  operation  in  this  State 
a  property  worth,  say.  seventy  million  dollars ;  that,  in  the 
normal  development  of  the  business,  to  meet  the  present 
demand  for  extensions  to  the  System  in  this  State,  it  will  re- 
quire annually  the  investment  of  about  five  million  dollars 
of  new  money  a  year;  and  assuming  further  a  condition  of  com- 
petition already  existing  in  the  State  between  the  Bell  System 
and  about  two  hundred  competitors,  operating  in  the  larger 
cities  and  also  in  the  smaller  towns  and  rural  communities, 
such  competitors,  however,  not  having  so  much  property  or 
so  many  telephones  in  operation  as  the  Bell  System :  what 
would  you  say,  and  what  is  your  opinion  of  what  would  be 
a  fair  return  on  the  value  of  the  properties  of  the  Bell  com- 
panies in  Pennsylvania  to  its  present  owners,  and  also  to  invite 
the  investment  of  five  million  dollars  of  new  money  annually 
into  the  System  in  this  State? 

A.  It  would  seem  to  me,  from  my  knowledge  of  condi- 
tions and  the  rates  that   other  people  have  to  pay,  having 
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regard  to  the  element  of  competition  and  the  risks  of  busi- 
ness incident  to  the  development  of  the  art  and  other  thincrs. 
that  it  would  he  necessary  to  have  a  rate  of  not  less  than 
8%  as  a  maximum,  and  my  personal  view  is  that  cor- 
porations just  as  individuals,  ought  to  have  a  margin 
ahove  this  bare  necessity,  in  order  that  a  surplus  may  be 
accumulated  to  give  stability  to  returns,  and  to  take  care 
of  extraordinary  replacements  that  arise  from  time  to  time. 
If  a  limit  of  8%  were  fixed,  in  my  judgment  it  would 
be  desirai>!e  to  allow  the  Company  to  earn,  perhaps,  up  to 
10%,  until  a  reasonable  surplus  had  been  accumulated, 
to  take  care  of  contingencies  of  the  kind  that  I  have  in- 
dicated. 

O.  That  surplus,  as  I  understood  your  statement,  to 
cover  two  things  :  first,  replacements  of  property  rendered 
necessary  by  advances  in  the  art,  and,  secondly,  to  insure 
stability  of  return  to  the  investors? 

A.'  Yes. 

O.  You  think  that  there  ought  to  be  a  surplus  for  re- 
placement  of  property? 

A.  Extraordinary  replacements,  outside  of  those  that 
would  be  covered  by  the  ordinary  depreciation  charges. 

O.  And  also  a  surplus  for  the  purpose  of  insuring  the 
stability  of  the  8%  return,  about  which  you  have 
spoken  ? 

A.  Yes. 

O.  So  that  at  al!  times  there  would  be  available,  if  it 
were  practicable,  8%  annually  to  be  distributed  to  the 
owners  ? 

A.  C)r  put  back  into  the  property,  as  business  judgment 
might  indicate. 

By  The  Chairm.vx  (Commissioner  Wallace)  : — 

O.  How  many  sorts  of  funds  would  yovi  expect  to 
put  aside?  Would  you  expect  to  put  aside  8%  of  the  total 
earnings  of  10%,  putting  aside  2%  additional  for  surplus, 
until,  as  you  said,  the  surplus  would  reach  a  certain  figure, 
and  then  would  you  put  aside  depreciation  and  an  extra  depre- 
ciation for  unusual  things? 
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A.  I  think  you  perhaps  misunderstood  me  as  to  the 
depreciation.  The  ordinary  depreciation  due  to  wear  and 
tear,  or,  to  use  what  I  think  is  a  more  accurate  term,  the 
expired  outlay  on  productixc  ])hint.  is  merely  an  oper- 
ating charge,  and,  if  it  is  not  actually  spent  this  year,  it 
has  got  to  be  spent  another  year  shortly  coming.  My 
thought  is  that  all  that  surt  of  depreciation  should  be 
taken  care  of  as  part  of  the  ordinary  maintenance  and 
operation  of  the  property.  But  the  extra  2%  that  I  have  sug- 
gested for  a  time,  until  a  fund  had  been  accumulated,  would 
he  to  take  care  of  the  more  revolutionary  types  or  kinds  of 
development  that  occur  from  time  to  time  in  business,  and 
which,  if  there  is  not  some  provision  of  that  sort,  may  prove 
disastrous  to  the  company  and  to  the  public. 

Q.  Does  not  the  experience  of  years  tell  you  at  out 
what  the  depreciation  fund  should  be.  what  regular  de- 
preciation should  be  charged  against  the  earnings? 

A.  It  is  one  of  the  most  difficult  things  to  determine. 
In  many  lines  of  business,  where  }'ou  have  sufficient  ex- 
perience, you  can  work  out  prett}-  accurate  depreciation 
tables. 

Q.  Why  should  you  not  d(^  it  better  with  almost  a 
natural  monopoly,  as  the  telephone  business  is.  on  vour 
experience  in  the  past,  having  less  coiupetition  than  almost 
any  other  class  of  business? 

A.  I  think  it  is  more  difficult  in  the  case  of  the  tele- 
phone, because  it  has  been  a  recent  de\elopmcnt,  and  the 
types  of  instruments,  as  far  as  I  am  familiar  with  them 
at  the  present  time,  have  been  in  use  for  com]:>arati\ely 
few  years. 

O.  That  is  so  in  all  manufacturing  lines,  though? 

A.  Not  to  the  same  extent.  It  is  true  to  some  extent, 
but  in  many  lines  of  business  you  will  find  the  same  sort 
of  machines  have  been  in  use  for  twenty,  thirty  or  forty 
years.  I  have  seen  machines  in  use  that  ha\e  been  in 
use  for  forty  years,  and  nothing  better  on  the  market  to- 
day. 

O.  That  would  be  something  like  a  grindstone? 

A.  No,  much  more  complicated  machines  than  grind- 
stones. 
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11 V  Mk.  Marve:— 

(.).  If  the  tclei)hoiie  engineers  think  that  they  have 
luul  sufficient  experience  in  the  past  to  enable  them,  within 
a  reasonahlc  degree  of  approximation,  to  estimate  this  con- 
tingenc\-  to  Avhich  yon  have  referred,  to  Avit,  the  advance- 
ment of  the  art,  and,  therefore,  are  enabled  to  forecast 
at  the  beginning  of  each  year  how  much  they  should  set 
aside  that  year  to  take  care  of  those  extraordinary  con- 
tingencies, and,  in  fact  do  set  aside  an  amount  for  that 
out  of  operating  expenses,  would  you  then  think  in  addi- 
tion to  that  they  should  have  a  surplus? 

A.  I  think  that  there  should  be  a  surplus,  not  neces- 
>arilv  a  large  surplus,  but  there  ought  to  be  something  of 
a  surplus  to  take  care  of  Ructuations  in  business,  so  as  to 
insure  a  steady  return. 

Q.  That  is  the  stability  of  the  return — but  I  was  direct- 
ing my  question  simply  to  the  other  element  for  which 
you  are  caring  in  your  surplus,  to  wit,  replacements  due 
to  the  adxancements  in  the  art.  Xow,  I  say,  if  the  tele- 
phone people  think  that  they  have  had  sufificient  experience 
upon  which  to  base  a  forecast  of  the  changes  in  the  art, 
and  they  do,  in  fact,  set  aside  out  of  operating  expenses 
an  amount  to  take  care  of  that,  which  comes  ahead  of 
dividends,  would  you  then  think  that  they  ought  to  set 
aside  something  in  addition,  to  carry  into  surplus? 

A.  If  it  is  already  provided  for,  it  would  not  be  neces- 
sary to  provide  for  it  further,  and  it  is  a  business  question 
upon  which  telephone  engineers  ought  to  be  most  com- 
petent to  express  an  opinion. 

Q.  And  if  they  have,  and  you  were,  therefore,  to  eliminate 
that  contingency  about  which  you  were  speaking,  would  you 
still  say  that,  over  and  above  the  8%,  there  should  be  a  margin 
to  go  into  surplus,  to  take  care  of  business  contingencies,  to 
insure  the  stability  of  the  8%  dividend? 

A.  I  think  that  is  a  prudent  thing  to  do  in  any  line  of 
business. 

Q.  Do  you  think  this  Commission  should  allow  that? 
A.  I  think  it  would  be  entirely  a  proper  thing  for  them 
to  allow  it. 
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O.  In  your  judgment,  should  they? 

A.  I  certainly  would  feel  that  that  was  the  proper  thing 
to  do  myself,  yes. 

O.  If  you  were  employed  by  the  Commission  to  advise 
them,  would  you  advise  them  to  fix  a  return  that  would  enable 
the  Company  to  do  that  ? 

A.  Yes,  with  the  restriction,  of  course,  that  it  was  not 
to  go  on  indefinitely,  and  that  it  was  not  to  be  immediately 
distributed  to  the  stockhrilders.  over  and  above,  say,  the  8% 
limit. 

Q.  That  fund  should  absolutely,  in  your  opinion,  be 
under  the  control  of  the  Commission? 

A.   I  think  it  should,  undoubtedly. 

O.  And  in  no  case  to  be  distributed  over  and  above  the 
return  of  8%,  about  which  we  have  been  talking? 

A.  AMthout  the  knowledge  and  consent  of  the  Commis- 
sion, certainly. 

Bv  Commissioner  Joiixsox  : — 

O.  Do  you  happen  to  know  Vvhat  rate  of  dividend  is  at 
the  present  time  paid  on  the  American  Telephone  &  Telegraph 
Company  stock  ? 

A.  My  memory  for  figures  is  not  particularly  good.  I 
think  that  it  is  8%. 

]\Ir.  ]\I.\rye  :     That. is  the  rate. 
r.v  CoM>.[issiONER  Johnson  : — - 

O.  Have  you  an  idea  at  about  what  price  the  stock  is 
(juoted  ? 

A.  I  have  not  seen  it  lately.  It  was  selling  some  time  ago, 
I  thiuk,  around   130  or  140. 

AIr.  Marve:     I  think  it  is  123. 

The  ^^']TNEs^  :    I  have  not  looked  at  a  quotation   for  I 
do  not  know  how  long. 
Bv  Commissioner  Johnson  : — 

O.  Do  you  think  it  necessary  for  a  company  to  have  a 
regular  dividend  rate  of  8%,  in  order  to  be  able  to  command 
additional  capital  for  the  extension  of  its  business? 

A.   It  is  more  a  question  of  earnings,  I  think,  than  it 
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is  of  the  (li\i(lcii(l  rale.  Many  companies  pay  lower  divi- 
dends than  that. 

O.  1  was  assuniiuL;  in  my  question  that  the  dividend 
rate  was  paid  after  operating  expenses  and  other  business 
reciuirements  were  fully  and  properly  met. 

.\.  There  again  you  run  into  the  question  of  the  kind 
of  business  and  the  amount  of  competition. 

O.  1   will  limit  it  to  the  telephone  business. 

.\.  I  should  think  that  the  telephone  industry  w(^uld 
re(|uire  a  return  of  8%,  or  certainly  very  close  to  it.  in 
order  to  command  capital. 

O.  If  8%,  at  a  period  wdien  stock  is  very  much  de- 
pressed, gives  a  selling  value  to  the  stock  of  over  120,  I 
suppose  in  normal  times  it  would  give  a  selling  value  of 
135  or  140,  would  it  not? 

A.  I  think  it  has  in  the  case  of  the  American  Tele- 
phone &  Telegraph  Company,  although  why  it  ever  sold 
at  those  prices,  I  frankly  never  understood. 

Q.  Take  the  case  of  the  Pennsylvania  Railroad  stock, 
which  has  been  on  a  6%  basis  for  many  years.  Under 
normal  conditions  that  sells  at  120.  Is  not  that  a  good 
enough  market  value  for  stock  to  enable  a  company  to 
secure   additional   funds   as   required? 

A.  In  the  case  of  the  Pennsylvania  their  earnings  are 
^"ery  much  more  than  that,  and  they  are  putting  large  sums 
into  the  property — 

\\\  Mr.  Marve:— 

Q.  Out  of  earnings? 

A.  Out  of  earnings,  and  there  is  always  in  that,  and 
other  stocks  of  that  kind,  a  certain  speculative  profit  that 
is  an   attracti\e  element,  I  think,   iu   the  purchase. 

\\\'  Commissioner  Johnson  : — 

Q.  There  is  a  speculative  element  in  Pennsylvania 
Railroad  stock? 

A.  I  should  think  so. 

O.  Some,  of  course,  but,  as  far  as  stocks  go,  the  specu- 
lative element  would  be  comparatively  small  in  the  case 
of  that  stock? 
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A.  ]\Iiich  less  than  in  many  other  cases;  much  less 
than  in  an  industrial   stock,  for  instance. 

Q.  A\'ould  the  speculative  element  be  greater  in  the 
telephone  stock  of  the  American  Telephone  &  Telegraph 
Company  ■'' 

A.  Yes,  I  should  think  that  the  stability  of  the  Penn- 
sylvania Railroad's  business  v^ould  be  much  greater  than 
that  of  any  telephone  company,  in  the  present  state  of 
development. 

Q.  ^^'hat  per  cent,  would  you  think  it  necessary  to  allow 
to  cover  that  element  of  risk,  or  speculative  element,  in  the 
stock  of  the  American  Telephone  &  Telegraph  Company? 

A.  That  is  a  difficult  ([uestion  to  answer,  but  I  should 
think  something  like  2%. 

Bv  Mr.  M.\R^•E  : — 

Q.  2%  above  6%  ? 

A.  Yes.  ^^^^at  I  had  in  m_\-  mind  was  this,  that  a  stand- 
ard railroad  comi)any  ought  to  l>e  able  to  sell  its  securities  at  a 
materially  lower  rate  than  a  telephone  companv.  There  is 
another  thing  about  the  telephone  companies,  the  matter  of 
capitalization.  It  is  practically  all.  as  I  understand  it,  common 
stock.  In  railroads  there  are.  of  course,  the  large  bond  issue.-, 
underlying  it.  so  that  it  is  very  difficult  to  compare  theiu. 

O.  You  understand  that  the  I'ell  telephone  companies 
operating  in  Pennsylvania  are  financed  entirclv  In'  the  issu- 
ance of  common  stock? 

A.  That  is  mv  understanding. 

Q.  That  is  largely  true  of  all  the  Bell  telephone  com- 
'panies,  and  of  the  parent  company,  the  American  Telei)hone 
>J(:  Telegraph  Company,  to  which  Dr.  juhnson  refers? 

A.  Yes. 

Q.  The  return  to  which  you  refer,  of  8%,  plus  a  margin 
for  surplus,  if  it  is  established  by  this  Commission,  is  a  maxi- 
mum beyond  which  the  Tele])h(ine  Comi)any,  or  anv  other 
utility,  could  not  go? 

A.  That  would  be  a  maximum. 

Q.  If  that  maxinmm  is  so  fixed,  what  becomes  of  the 
speculative  element  ? 
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A.  It  limits  the  speculative  element  very  much  indeed. 

Q.  It  eliminates  it.  does  it  not? 

A.  It  eliminates  it  above  the  S%,  certainly.  If  money 
is  chea])  a''d  they  can  sell  securities  at  a  very  low  rate,  there 
might  be  a  speculative  element  below  the  8%.  Certainly 
there  would  be  none  above  it. 

Q.  Following  the  line  of  questions  of  Dr.  Johnson,  what 
is  indicated  to  your  mind  by  the  fact  that  the  Pennsylvania 
Railroad  Company  stock,  at  6%,  sells  for  120.  whereas  the 
stock  of  the  American  Telephone  &  Telegraph  Company  at 
8%  only  sells  for  the  same  price,  approximately,  on  the 
market,  120?  Does  that  indicate  to  your  mind  that  the  differ- 
ence in  risk  in  the  telephone  business  is  about  2%? 

A.  Approximately  that. 

O.  This  statement  4-0  that  you  tiled,  showing  the  return 
on  the  investment  of  various  companies,  was  confined  almost 
exclusively  to  manufacturing  companies,  as  I  imderstand  it? 

A.  That  list  is,  I  think,  entirely  mantifacturing. 

O.  And  you  think  they  are  representative  companies  ? 

A.  I  think  so. 

O.  Have  you  prepared  an  additional  list  or  statement 
of  companies  that  your  firm  has  investigated,  which  will  show 
the  same  data? 

A.  Yes.  Among  the  reports  to  which  I  referred  as  hav- 
ing been  taken  from  the  files  were  a  number  of  trading  com- 
panies, and  I  had  them  made  into  a  separate  exhibit. 

O.  And  that  is  the  statement  I  now  show  voti? 

A.  Yes. 

(  Statement  entitled  "Statement  Showing  Return  on 
the  Investment  in  Sundry  Trading  Corporations  not  under 
Government  Control"  offered  in  evidence  and  marked 
Exhibit  4-P.) 

O.  That  was  prepared  from  the  records  of  Price,  ^^'ater- 
house  &  Company? 

A.  Yes. 

O.  And  you  are  familiar  with  the  companies  listed  in 
this  statement,  which  is  marked  4-P? 

A.  Yes. 
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O.  This  statement  is  fashioned  exactly  as  your  statement 
4-0  f 

A.  Yes,  sir. 

Q.  The  left  hand  column  shows  the  company,  the  next 
column  the  period,  the  third  column  the  average  annual  net 
investment,  the  fourth  the  average  annual  profit  and  the  fifth 
the  percentage  of  profit  to  investment? 

A.  Yes? 

O.  Did  you.  in  this  statement,  also  attempt  to  exclude 
intangible  values  ? 

A.  So  far  as  practicable.  I  think  that  in  one  or  two 
instances  there  are  some  intangible  values. 

O.  This  statement  4-P  is  confined  or  not  to  trading 
corporations  ? 

A.  Yes. 

O.  Are  they  public  utilities?  Are  they  under  govern- 
mental control  in  any  way? 

A.   Xo. 

O.  Take  your  first  company,  No.  1  ;  what  kind  of  a 
company  is  that  ? 

A.  Wholesale  dealers  in  shoes. 

O.  The  second  one? 

A.  Importers  and  traders. 
.  O.  What  do  they  import  ? 

A.  All  sorts  of  things.  They  do  an  extensive  business 
in  South  America. 

O.  A  large  enterprise  ? 

A.  Quite  a  large  enterprise  that  is,  yes. 

O.  No.  3?        ' 

A.  Oriental  carpets. 

O.   No.  4? 

A.  That  is  also  an   oriental  carpet  concern. 

Q.  No.  5? 

A.  Musical  instruments. 

O.  No.  6? 

A.  That  is  a  supply  house,  machinery  supply  house. 

O.  7? 

A.  Wholesale  druggists. 

O.  8? 


1134a  Joseph  E.  Stenett. 

A.  General  merchandise. 

Q.  9? 

A.  Automobile  sales  company. 

Q.  10? 

A.  General  merchandise. 

O.   11? 

A.  General  merchandise. 

Q.  12? 

A.  The  same. 

Q.  General  merchandise? 

A.  General  merchandise. 

Q.  13? 

A.  That  is  a  dry  goods  department  store. 

Q.  No.   14? 

A.   14  is  a  firm  of  note  brokers. 

0.  15?  "^ 

A.  That  is  a  chain  of  five  and  ten  cent  stores. 

Q.  16? 

A.  Wholesale  dealers  in  fish. 

Q.  17? 

A.  That  is  a  clothing  house. 

O.  18? 

A.  That  is  a  machinery  supply  house. 

Q.  19? 

A.  Coal  dealers. 

O.  Wholesale  or  retail? 

A.  Both,  I  think;  certainly  retail. 

O.  What  was  your  object  in  separating  your  companies 
into  these  two  statements,  rather  than  incorporating  them  all 
in  one  ? 

A.  Because  they  fell  into  two  general  lines  of  business. 
In  th.e  statement  we  have  before  us  now,  I  think  none  of  the 
companies  do  any  manufacturing.  The  other  statement  is  made 
up  of  concerns  whose  principal  business  is  manufacturing". 

O.  The  same  is  true  of  these  as  of  the  first  group,  that 
you  think  they  are  representative  in  their  various  lines  ? 

A.  I  think  they  are  representative.  Thev  were  taken 
purely  at  random. 

O.  You  made  no  attempt  to  select  the  most  prosperous  ? 
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A.  Not  at  all.  I  did  not  look  at  the  inside  of  the  reports. 
I  just  ran  through  the  outside  covers  and  threw  these  aside 
and  turned  them  over  to  one  of  my  clerks  to  make  this  state- 
ment. 

O.  If  you  had  been  employed  by  the  Chamber  of  Com- 
merce of  the  City  of  Pittsburgh,  or  by  this  Commission,  to 
make  an  investigation  along  the  lines  to  which  you  have  been 
testifying,  would  you  have  prepared  your  data  exactly  as  you 
have  ? 

A.  I  do  not  know  of  any  better  way  to  do  it,  certainly. 

O.  And  your  conclusions  would  have  been  the  same? 

A.  Yes.  I  might  easily — I  can  do  it,  if  the  Commission 
wants  me  to — I  can  very  easily  extend  these  lists  of  companies. 
I  took  something  like  fifty  companies  as  a  fair  test,  but  I  could 
easily  make  it  a  hundred  and  fifty. 

Ev  Commissioner  Pexxypacker: — 

O.  Do  you  think  the  Bell  Telephone  Company  ought  to 
be  included  in  either  of  these  classes,  either  as  a  manufacturing 
concern  or  as  a  commercial  concern? 

A.  No ;  I  think  that  in  these  manufacturing  or  trading 
companies  the  element  of  risk  is  greater  than  it  is  in  the  case 
of  the  Bell  Telephone  Company  and,  therefore,  I  have,  in 
my  testimony,  suggested  a  distinctly  lower  rate  of  return  for 
the  Telephone  Company  than  I  think  may  be  fairly  expected 
by  a  manufacturing  or  trading  company. 

Bv  Mr.  ^Iarve: — 

O.  Are  you  connected  in  any  way  with  any  Bell  telephone 
company  ? 

A.  So  far  as  I  remember,  this  is  the  first  time  I  have  been 
directly  engaged  by  the  Bell  Telephone  Company.  We  were 
in  the  \^'estern  Union  case,  engaged  by  officials  of  that  Com- 
pany, who  were  also  officials  in  the  xA.merican  Telephone  & 
Telegraph  Company,  but  I  have  no  interest  at  all  in  the  Bell 
Telephone  Company.  I  do  not  own  a  dollar's  worth  of  stock, 
or  other  telephone  securities. 

O.  Would  you  purchase  any,  if  this  Commission  fixed  a 
lower  return  than  you  have  indicated  in  your  testimony  ? 
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A.  Not  with  the  opportunities  that  are  available  for 
me  in  other  directions,  I  would  not. 

Q.  There  are  other  opportunities  for  money  in  this 
country  beside  public  utilities? 

A.  Certainly. 

Q.  You  so  testified  in  the  prior  part  of  your  testimony? 

A.  Yes. 

Q.  And  that  is  what  you  indicate  by  these  statements 
and  in  your  testimony,  that  telephone  companies  are  com- 
petitors for  money  with  this  hue  of  companies? 

A.  Yes. 

Bv  Commissioner  Johnson  : — 

O.  \\'ould  you  feel  safer  in  in\esting"  in  Bell  Tele- 
phone Company  property  with  that  Company  subject  to 
government  regulation,  or  with  that  Company  not  subject  to 
government  regulation  ? 

A.  I  am  in  favor  of  government  regulation,  within 
proper  limits. 

Q.  My  question  now  was  with  reference  to  the  atti- 
tude of  mind  you  would  have  as  an  investor? 

.\.  ]My  belief  is  that  reasonable  regulation  ought  to 
strengthen  securities,  rather  than  injure  them. 

Q.  Do  you  know  whether  that  has  been  the  result  in 
the  State  of  Ncav  York?  Have  you  any  information  upon 
that? 

A.  I  have  not  sufficient  knowledge  of  results  there  really 
to  form  any  very  definite  opinion.  I  think  the  general  im- 
pression has  been  that  it  has  been  beneficial. 

O.  To   the   investor? 

A.  To  the  investor ;  but,  as  I  say,  my  personal  knowl- 
edge of  the  subject  is  too  limited  to  ofifer  any  valuable 
opinion. 

Bv  CoM^[IssIONER  Pennypacker: — 

O.  \\  hat  do  you  mean  by  intangible  ^■alues  in  vour 
last  statement?  You  say  intangible  values  have  been 
eliminated. 

A.  That  necessarily  varies  with  different  companies. 
In   a   great    many   corporations,   as   in   manufacturing   cor- 
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porations.  the  intangible  values  are  mainly  covered  by  the 
term  good  will.  In  public  utility  companies  there  are  some 
other  elements  of  value  as  well.  In  manufacturing  and  mer- 
cantile concerns  it  is  practically  all  covered  by  good  will. 

By  AIr.  AIarye: — 

O.  Give  us  your  idea  of  good  will. 

A.  You  mean  as  a  definition  of  what  it  is? 

Q.  Yes. 

A.  One  definition  that  has  been  given  is  something 
like  this :  that  it  is  the  force  that  attracts  people  to  con- 
tinue to  trade  at  a  certain  place,  where  they  have  been  used 
to  trade. 

O.  The  probability  of  a  customer  returning  to  the  old 
stand? 

A.  Yes. 

O.  Has  it  anything  to  do  with  the  cost  of  building 
up  the  business? 

A.  Undoubtedly  it  costs  a  great  deal  of  money  to  build 
up  a  good  will.  It  is  an  expenditure  that  sometimes  runs 
over  a  long  period  of  years,  and.  in  many  businesses  it  is  im- 
possilile  to  write  it  off  out  of  the  current  receipts.  I  have 
in  my  mind — this  comes  to  me — a  case  in  Philadelphia  of  one 
of  my  clients  there  establishing  a  certain  line  of  goods.  I 
think,  as  I  remember  it,  it  took  them  something  over  five  years 
to  get  that  line  on  a  paying  basis.  They  had  to  spend  several 
hundred  thousand  dollars  in  advertising  and  pushing  the  good;^ 
in  every  way  possible,  before  they  built  up  the  business  to  a 
point  where  it  was  profitable. 

O.  If  that  is  a  manufacturing  company,  and  if  you  had 
audited  it  and  found  that  to  be  the  fact,  would  you  not  in- 
clude that  in  the  value  of  its  investment  ? 

A.  As  a  matter  of  fact,  I  did  in  that  case. 

Q.  Do  you  not  think  you  ought  to  have  done  it? 

A.  I  certainl}'  think  I  ought  to  have  done  it. 

Q.  In  your  opinion  is  there  any  difference  in  what  would 
be  a  fair  return  to  the  Bell  telephone  companies  of  Penn- 
sylvania at  the  present  time,  and  probably  what  would  have 
been  a  reasonal)le  return  thiriv  vears  ago? 
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A.  The  business  is  much  more  stable  at  the  present  time 
Ihan  it  was  thirty  years  ago. 

O.  You  mean  the  telephone  business? 

y\.  The  telephone  business. 

O.  Would  8%,  in  your  opinion,  have  been  a  fair  return 
thirty  years  ago  in  Pennsylvania,  in  the  telephone  business? 

A.  Not  under  present  conditions  of  the  money  market. 
1  am  not  personally  familiar  with  what  the  conditions  were 
thirty  years  ago,  but  certainly  not  under  present  conditions. 

O.  It  was  a  new  business?  The  telephone  had  just  been 
invented  and  it  was  a  new  business — unknown  quantity? 

A.  It  certainly  would  require  a  larger  return  than  8% 
to  justify  the  development  of  any  new  business. 

O.  \\'as  that  true  of  twenty  years  ago  in  the  telephone 
business,  in  your  opinion  ? 

A.  I  should  think  so.  There  were  rapid  changes  being 
made  in  the  telcphcne  industry  twenty  years  ago,  which  left 
the  situation  quite  uncertain,  in  my  judgment. 

O.  How  about  ten  years  ago? 

A.  It  was  less  so  ten  years  ago.  It  has  been  growing 
more  and  more  stable,  with  its  development. 

O.  You  were  referring,  in  giving  your  opinion  of  a  rea- 
sonable return,  to  present  conditions? 

A.  I  was  speaking  of  the  present. 

O.  And  you  think  in  the  earlier  years,  before  the  business 
was  well  known,  a  reasonable  return  would  have  been  more 
than  8%  ? 

A.   I  should  think  it  would  have  been,  ves. 

P>Y  Mr.  Frencti  : — 

O.  You  have  taken  thirty-six  companies  in  your  list 
composed  of  manufacturing  companies.  How  many  manu- 
facturing companies  do  you  think  exist  in  New  York,  New 
jersey   and    the    surrounding   country? 

A.  You   mean  companies  in  this  list? 

O.  No,  actual  companies  in  existence,  manufacturing 
companies. 

A.  I  have  no  definite  idea  at  all. 
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Q.  You  think  there  are  something  over  ten  thousand 
in   New   York   alone,    do   you    not? 

A.  I  do  not  know  how  many.    There  is  a  large  number. 

O.  How  large  a  per  cent,  of  the  actual  number  of 
manufacturing  companies  in  this  eastern  part  of  the  United 
States  do  you  think  that  the  thirty-six  which  you  took 
represent? 

A.  It  would  be  an  infinitesimal  percentage. 

O.  In  other  words,  you  are  basing  the  average  yield 
to  the  manufacturing  company  on  a  list  in  number  per- 
haps one  hundredth  of  1%  of  the  whole  number  of  manu- 
facturing companies? 

A.  I  am  not  l)asing  it  on  these  thirty-six  companies. 
I  am  basing  it  on  my  general  knowledge,  which  is  sup- 
ported merely  by  that  test. 

O.  You  are  basing  it  on  your  general  knowledge,  and 
so  far  as  the  table  submitted  goes,  that  would  not  prove 
anything  one  way  or  the  other,  would  it? 

A.  I  could  have  elaborated  that  table  to  a  very  con- 
siderable extent,  but  it  did  not  seem  necessary,  for  the 
present  purpose,   to  do  so. 

O.  You  think  it  is  a  fair  test  to  take  thirty-six  manu- 
facturing companies  coming  under  your  special  knowledge, 
and  submit  that  as  a  fair  average  for  earnings  of  all 
manufacturing  companies  in  the  eastern  part  of  the  United 
States? 

A.  I  submit  it  for  what  it  is  worth.  I  think  it  sup- 
ports my  general  judgment,  which  I  have  formed  on  very 
much  broader  grounds. 

O.  Another  table,  though,  of  thirty-six  companies 
might   show  absolutely  different  results? 

A.  Unflcrstand,  this  is  not  a  selected  list. 

O.  But,  I  mean,  any  other  unselected  list  might  have 
shown  varied  results? 

A.  I  do  not  believe  that  it  would  show  materially 
different   results. 

O.  How  many  receiverships  were  included  in  those 
thirty-six  companies? 

A.  None. 
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O.   Ill  other  words,  they  were  all  going  companies? 

A.  They  were  all  going  concerns. 

Q.  In  good  condition? 

A.  No,  some  of  them  are  not  in  good  condition.  There 
is  one  concern  there  that  shows  less  than  2%  of  return.  I 
would  not  call  that  good  condition  at  all. 

O.  There  were  no  receiverships  represented? 

A.  No;  they  are  going  concerns,  all  of  them. 

O.  Can  you  state  the  price  of  the  stock  of  those  con- 
cerns, what  the  stock  is  selling  at? 

A.  In  a  great  many  cases  here,  the  stock  is  not  on  the 
market.     There  is  no  means  of  getting  quotations  on  those. 

O.  So  that  there  is  no  telling  from  that  table  at  what 
rate  new  money  could  be  obtained  to  go  into  those  enter- 
prises? One  I  believe  makes  110%;  do  you  believe  the 
stock  of  that,  if  it  could  be  bought,  could  be  bought  at  par? 

A.  I  could  not  say  in  that  particular  case.  I  do  not 
believe  that  3^ou  would  get  a  very  high  price  for  the  stock 
of  that  company,  because  it  is  largely  dependent  upon  patents. 
I  know  of  one  case  of  quite  a  large  block  of  stock  changing 
hands  within  the  last  month,  where  the  stock  was  sold  at  par, 
while  the  earnings  of  the  company  this  last  year — and  they 
have  been  substantially  the  same  for  a  period  of  years — 
were  38%. 

By  Mr.  IMarye:— 

O.  And  yet  the  stock  sold  only  at  par? 
A.  The  stock  was  sold  at  par. 

By  ]\Ir.  French  : — 

O.  What  special  reasons  were  there  for  that? 

A.  It  is  a  business  that  is  subject  to  more  than  ordinary 
risks. 

Q.  It  cannot  be  compared  to  a  public  utility  company? 

A.  I  am  not  comparing  it  with  public  utilities  at  all. 

Q.  You  said  that  you  think,  in  addition  to  the  8%  which 
you  consider  fair  return  for  a  telephone  company,  2%  addi- 
tional ought  to  be  allowed  in  order  to  accumulate  a  sur- 
plus. If  I  told  you  that  the  American  Telephone  &  Tele- 
graph Company,  which  owns  The  Bell  Telephone  Company 
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of  Pennsylvania,  had  a  surplus  of  $175,000,000,  would  that 
afifect  the  2%  which  you  think  should  be  allowed? 

A.  I  had  reference  to  The  Bell  Telephone  Company  of 
Pennsylvania,  not  to  the  American  Telephone  &  Telegraph 
Company.  What  it  may  have  in  the  way  of  surplus  is  an- 
other matter. 

O.  But  if  the  American  Telephone  &  Telegraph  Com- 
pany owns  this  company  out-right,  what  is  the  diliference, 
except    a    legal    difference? 

A.  This  company  probably  has  outside  security  hold- 
ers. I  do  not  know  whether  all  the  securities  of  this  com- 
pany are  held  by  one  concern  or  not,  but  in  most  of  these 
subsidiary  companies  there  are  outside  interests. 

O.  Some  proportion  of  that  $175,000,000  surplus  would 
naturally  belong  to  The  Bell  Telephone  Company  of  Penn- 
sylvania ? 

A.  It  would  not  belong  to  the  independent  security 
holders  of  The  Bell  Telephone  Company  of  Pennsylvania. 

O.  But  if  I  told  you  that  there  are  practically  no  inde- 
pendent holders  of  Bell  Telephone  Company  stock,  that 
the  stock  itself  is  owned  by  the  American  Telephone  & 
Telegraph  Company,  through  ownership  of  the  Xew  York 
Telephone  Company— 

A.  That  does  not  necessarily  follow,  because  in  many 
cases — I  know  of  dozens  of  cases  where  the  parent  com- 
pany may  have  a  large  surplus,  and,  on  the  other  hand, 
there  may  be  substantial  deficits  in  the  subsidiary  com- 
panies. 

Q.  If  I  told  you  that  the  chain  of  ownership  was 
through  five  different  companies,  starting  from  The  Chesa- 
peake and  Potomac  Telephone  Company  of  Baltimore  City, 
which  is  owned  by  the  Chesapeake  and  Potomac  Telephone 
Company  of  New  York,  which  is  owned  by  The  Bell  Tele- 
phone Company  of  Pennsylvania,  which  is  owned  by  the 
New  York  Telephone  Compau}^,  which  is  owned  by  the 
American  Telephone  &  Telegraph  Company,  would  you 
consider  it  necessary  for  each  one  of  those  companies  to 
pile  up  a  surplus  separately? 

A.  I  do  not  think  it  is  necessary  to  pile  up  surplusses. 
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I  have  not  suggested  that  such  a  thing  should  be  done.  I 
have  suggested  that  any  company  that  has  to  depend  upon 
a  public  supply  of  money  should  have  a  reasonable  sur])lus 
to   take   care   of   contingencies. 

O.  If  it  should  happen  that  The  Bell  Telephone  Com- 
pany of  I'ennsylvania  had  been  earning  more  than  it  had 
actually  been  paying  to  its  stockholders  and  it  were  putting 
that  back  in  plant,  would  that  affect  your  opinion?  A\'ould 
vou  not  consider  that  investment  of  surplus  in  plant  should 
be  .treated  as  surplus? 

A.  You  have  got  to  treat  it  as  investment.  It  makes 
no  difference,  from  an  earning  standpoint,  whether  the 
money  is  provided  by  the  stockholders  through  subscrip- 
tions to  capital  stock,  or  Avhether  they  refrain  from  taking 
dividends.  So  long  as  the  money  goes  into  the  property 
and  the  property  is  used  for  the  benefit  of  the  public,  the 
owners  of  the  property  are  entitled  to  a  fair  return  on  the 
property  itself,  however  the  money  may  have  been  raised. 

O.  And  in  that  way  you  think,  putting  surplus  money 
(back  into  plant,  that  8^  dividend  should  be  earned  on 
that — earned  on  the  surplus,  and  an  extra  2%  on  that ; 
that  is  your  idea? 

A.  The  8%  should  be  allowed  on  the  value  of  the 
property. 

O.  \\"hy  do  you  think  that  the  dividend  paid  by  the 
Company  shuuld  be  higher  than  that  which  investors  re- 
([uire  for  the  investment  of  their  money?  In  other  words, 
why,  when  the  American  Telephone  &  Telegraph  Com- 
l)any  stock  is  selling  at  140,  do  you  think  that  an  8% 
dividend  is  a  proper  amount,  if  the  investors  have  to  pay 
that  extra  forty  dollars  for  the  stock? 

A.  I  have  suggested  an  8%  return  as  a  maximum  ; 
necessarily  if  the  Company  does  not  earn  that  8%,  it  will  not 
be  able  to  pay  dividends  of  8%.  A  maximum  earning  and  a 
dividend  rate  are  not  necessarily  the  same  thin\^'. 

O.  Is  not  the  true  test  of  the  amount  of  the  dividend, 
the  dividend  rate  which  the  public  requires  to  invest  its 
money  ? 
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A.  It  is  more  a  (juestion  of  earnings  than  it  is  the 
(Hvidend  rate. 

Q.  If  the  pu])hc  is  willing  to  only  receive  6%  for 
its  money  and  make  an  investment  for  6%,  why  should  a 
compan}^  be  allowed  to  give  8%  and  have  the  public  pay 
130  or  140  for  the  stock? 

A.  I  am  not  at  all  convinced  that  the  public  is  pre- 
pared to  accept  securities  generally  on  a  6%  basis.  My 
opinion  is  that  they  are  not. 

O.  That  is  my  assumption.     I   was  assuming  that. 

A.  It  is  not  a  fair  assumption.  I  think  it  is  an  utterly 
false  assumption. 

O.  It  is  not  a  false  assumption,  when  you  take  into 
account,  when  you  give  a  dividend  of  8%,  that  the  public 
are  willing  to  pay  between  125  and  140  for  the  stock;  is 
not  that  true? 

A.  They  may,  at  given  times  and  in  specific  instances,  but 
it  does  not  necessarily  follow  that  they  will  for  all  time  and 
in  all  cases. 

O.  Mr.  Marye  called  your  attention  to  the  fact  that  the 
Pennsylvania  Railroad  stock  and  the  American  Telephone  & 
Telegraph  Company  stock  were  selling  practically  at  120,  both, 
of  them,  and  that  one  was  paying  6%  and  the  other  was  pay- 
ing 8%  dividend,  and  you  stated  that  the  2%  difference  prac- 
tically represented  the  difference  between  the  so-called  specu- 
lative value  of  the  American  Telephone  &  Telegraph  Company 
stock  and  the  value  of  the  Railroad  stock.  If  I  told  you  that 
at  the  present  time  the  Pennsylvania  Railroad  Company's 
stock  is  selling  at  109  and  the  American  Telephone  &  Tele- 
graph Company  at  123,  would  that  change  your  opinion  as 
to  the  2%? 

A.  Those  prices  fluctuate  from  time  to  time,  due  to  all 
kinds  of  elements.  There  is  a  substantial  difference,  in  my 
judgment,  between  the  risk  in  a  standard  railroad  stock  and 
in  a  standard  telephone  company  stock,  and  the  telephon<» 
stock  will  sell  on  a  higher  basis  than  the  railroad  stock  largely 
because  of  that  risk.  The  market  fluctuations  are  due  to  many 
causes  that  operate  temporarily. 

Q.  The  manner  in  which  a  company  is  financed  has  a 
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great  deal  to  do  with  tlie  cheapness  of  the  money  which  it 
acquires,  has  it  not?  By  that  I  mean  whether  any  bond  issues 
arc  created,  or  preferred  stock  issues  are  made,  or  whether  it 
is  merely  common  stock?  Different  classes  of  investors,  in 
other  words,  prefer  different  classes  of  securities,  and,  by 
creating  several  classes,  some  with  a  very  low  risk  and  some 
with  a  little  greater  risk,  a  larger  market  is  created? 

A.  There  is  a  wide  difference  of  opinion  on  those  points, 
and  I  think,  after  all.  it  comes  down  very  largely  to  the  in- 
dividual companies.  A  speculative  company  does  not  have 
the  opportunity  to  diversify  its  securities  that  a  railroad  com- 
pany, for  instance,  has.  You  take  the  average  industrial  com- 
pany, and  it  may  put  out  a  very  limited  bond  issue,  may  put 
out  a  somewhat  larger  preferred  stock  issue,  but,  to  a  very 
large  extent,  it  has  got  to  get  its  money  by  common  stock. 

Q.  Your  8%,  then,  is  based  on  the  total  value  of  the 
property  and  not  on  any  8%  return  to  the  stockholders? 

A.  I  am  dealing  with  the  value  of  the  property  all 
through. 

O.  On  the  value  of  the  property? 

A.  Yes. 

O.  Even  if  the  stockholders  get  15%  or  16%,  through 
selling  bonds  at  a  lower  rate? 

A.  I  should  think,  if  they  succeeded  in  doing  that,  that 
they  were  entitled  to  all  they  could  get  out  of  it. 
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JI.  M.  Adoixsell,  having'  been  duly  sworn,  was  examined 
as  follows : 

Bv  Mr.  :\r\RVE:— 

O.  \\\\\  \o\\  please  state  your  nanie,  residence  and  occu- 
pation ? 

A.  11.  M.  Addinsell,  New  York;  banker. 

O.  With  what  banking  concern  are  you  connected? 

A.  Harris,    Forbes   and   Company. 

O.  How  long-  have  you  been  connected  with  Harris, 
Forbes  and   Company? 

A.  About  nine  years. 

O.  Will  you  state  briefly  the  character  of  the  business 
of  Harris,  Forbes  and  Company? 

A'.  We  are  engaged  primarily  in  the  bond  business 
and  we  deal  in  Government,  municipal,  railroad  and  public 
utility  corporation  bonds. 

O.  A\'here  is  the  office  of  Harris,  Forbes  and  Company? 

A.  The  principal   office  is  in   New   York   City. 

O.  Are  there  any  subsidiary  offices? 

A.  ]\Ie"ely  selling  offices.  We  have  inter-related  offices 
in  Chicago  and  Boston.  They  are  separate  institutions, 
however. 

O.  Under  separate  management? 

A.  Under  the  same  general  management,  but  separate. 

O.  How  long  has  Harris,  Forbes  and  Company  been  in 
existence  ? 

A.  Harris,  Forbes  and  Company,  and  its  predecessor,  N, 
W.  Harris  and  Company,  have  been  in  business  since  1882. 

O.  Where  did  they  start  business? 

A.  In  Chicago. 

Q.  The  City  of  Chicago? 

A.  Yes. 

Q.  What  was  the  business  there? 
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A.  We  started  in  as  a  municipal  bond  house,  dealing  in 
municipal  bonds. 

O.   b:xc]u.sivcl\'? 

A.   I'^xclusively. 

O.  About  ^vbcn  did  the  Company  extend  its  business  to 
New  York? 

A.   It  was  several  years  after  that. 

O.  In  the  middle  80's? 

A.  No,  al)out  1890,  I  think. 

O.  \\'hen  did  they  extend  their  activities  from  selling 
municipal  bonds  to  their  present  business? 

A.  Tliat  has  been  a  gradual  development.  The  first 
change  from  municipal  bonds  was  when  we  began  dealing  in 
the  bonds  of  water  companies,  and  then  we  went  into  rail- 
road bonds  of  the  highest  grade,  and  then  into  public  utilities. 

O.  \\'hy  does  your  concern  confine  itself  to  government, 
both  national  and  state,  and  municipal,  railroad  and  public 
utility  bonds  ? 

A.  To  answer  that  question,  I  would  have  to  give  you 
some  idea  of  the  character  of  business  that  we  do.  We  cater 
to  a  class  of  investors  that  are  known,  in  popular  parlance,  as 
the  conservative  investors,  people  who  are  contented  with  a 
comparatively  small,  fixed  return  on  their  money,  in  return 
for  which  they  wish  as  absolute  an  assurance  as  possible  that 
they  will  get  the  principal  and  that  fixed  return.  Thus  the 
reason  why  we  go  into  government  and  municipal  bonds  is 
more  or  less  obvious.  The  high  grade  railroad  bonds  have 
been  through  the  seasoning  process,  and  the  high  grade  public 
utility  bonds  we  have,  in  a  measure,  helped  to  standardize. 
We  have  been  among  the  pioneers  in  the  handling  of  those 
lionds  and  ])0];u]arizin:;-  them  with  the  pul)lic. 

Q-  I'y  public  utilities,  you  mean  what  character  of  com- 
pany ? 

A.  I  mean  gas.  electric,  street  railways,  telephone,  water, 
power  companies. 

O.  Does  your  house  ever  handle  the  bonds  of  telephone 
companies  ? 

A.  Yes.  we  have  handled  a  great  many  of  them. 
O.  Any  Hell  telei:)hone  companies? 
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A.  Yes,  quite  a  few  of  them.  In  fact,  all  of  the  telephone 
bonds  that  we  have  handled  have  been  bonds  of  the  Bell 
companies. 

Q.  You  have  traded  in  nearly  all  the  bonds  that  the 
Bell  telephone  companies  have  issued,  have  you  not? 

A.  In  a  great  many  of  them.  I  could  not  say  offhand 
in  all  of  them. 

O.  If  you  would  not  object,  would  \-ou  lie  so  kind  as 
to  give  us  about  the  volume  of  Imsiness  that  Harris,  Forbes 
and   Company  does  annually? 

A.  As  long  as  this  is  a  confidential  record,  I  see  no 
objection  to  saying  that  last  year  f which  ^^'as  an  especially 
active  one  from  an  investment  standpoint)  our  house,  with  its 
allied  organizations,  of  which  I  spoke  before,  did  a  gross 
business  of  something  like  $200,000  000.  Idie  significance 
of  that  figure  becomes  apparent  when  it  is  realized  that 
we  actually  distributed  to  the  investors  themselves — in 
other  words,  that  total  is  made  up  of  average  sales  of 
about  $8,000   apiece. 

O.   Your  business  is  largely,  then,  a  distrilniting  one? 

A.  Yes,   essentially. 

O.  You  purchase  blocks  of  issues  and  then  distri1)Ute 
them? 

A.  We   purchase   entire  issues. 

Q.  You  find  the  purchasers  for  the  bonds? 

A.  Yes,  sir,  we  are  retailers  of  bonds. 

By  Commissioner  Johnsox  : — • 

O.  Do  you  underwrite  them,  agreeing  to  sell  at  a  certain 
figure  ? 

A.  No,  our  business  is  confined  practically  entirely  to  pur- 
chasing outright  and  then  re-selling. 

O.  Then  you  do  not  underwn-ite  for  the  Telephone 
Company  ? 

A.  We  go  into  underwriting  syndicates  sometimes, 
but,   generally   speaking,   we   simply   purchase   and   sell. 

By  Mr.  Marye  :— 

O.  You  purchase  }'ourselves,  outright? 
A.  Yes. 
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Q.  And  then  you  attempt  to  find  an  outlet  for  those 
securities  ? 

A.  Yes. 

O.  Briefly,  what  investigation  does  your  house  make 
of  the  operation  of  a  pubHc  utility,  before  it  purchases  its 
securities? 

A.  We  make  exceedingly  thorough  investigations 
from  every  standpoint;  from  a  business  standpoint,  in- 
volving an  examination  of  the  territory  served  and  the 
general  business  done  by  the  utility;  expert  examinations, 
involving  engineering  examinations,  and  accounting  examina- 
tions :  and  then  we  employ  the  best  legal  talent  we  can  get,  to 
l)e  sure  that  all  the  legal  phases  of  the  situation  are  in  proper 
shape. 

O.  \\\\\    does   not   your   house   handle    stocks? 

A.  For  the  fundamental  reason  that  I  touched  on.  be- 
fore, that  we  deal  with  people  who  Avant  conservative  in- 
vestments, and  who  are  contented  with  a  small,  fixed  re- 
turn, in  return  for  which  they  want  as  absolute,  or  as 
great,  security  as  can  be  gotten,  and  of  course  bonds, 
from  their  nature,  are  obviously  better  secured  than  stocks, 
inasmuch  as  a  bondholder  is  in  the  form  of  a  creditor  to 
the  stockholder.  He  has  a  lien  on  the  stockholder's  prop- 
erty, ahead  of  the  stockholder.  Then  the  bond  issues 
such  as  we  handle  are  conservative  in  amount  with  regard 
to  the  property,  the  earnings,  and  from  the  general  business 
standpoint;  thus  we  feel  that  we  have  the  cream  of  the  se- 
curity. 

O.  What  are  your  requirements  as  to  the  value  of  the 
property,  and  also  as  to  the  earnings,  before  you  go  into 
the   question  of   purchasing  bonds   of  a   utility? 

A.  Do  you  mean  with  respect  to  phvsical  proDertv? 

Q.  Yes. 

A.  In  view  of  the  uncertainty  in  the  attitude  of  regu- 
latmg  bodies  at  the  present  time  with  resjjcct  to  Avhat  the 
value  is  of  public  utility  physical  property,  we  have  taken 
what  we  feel  is  an  ultra-conservative  position,  and  we  feel 
that  the  loaning  power  of  a  corporation  is  its  depreciated 
physical  value:  that  is,  without  reference  to  what  the  real 
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value  is  in  excess  of  that.  But  that  is  simply  what  we 
feel  is  the  loaning  power,  conservative  ;  as  I  said  before, 
our  business  is  exclusiyely  conservative,  and  we  feel  that 
is   the   conservative   limitation. 

Q.  You  are  trying  to  be  on  the  safe  side  until  the 
question  is  settled? 

A.  Until  the  question  is  settled,  we  are  staying  on  the 
safe  side.  With  regard  to  earnings,  it  is  a  general  require- 
ment of  bankers — I  think  we  are  not  alone  in  it — that  the 
company  must  have  a  comfortable  margin  of  net  earnings; 
generally  speaking,  earnings  at  least  equal  to  twice  the  in- 
terest on  the  bonds  outstanding,  including  those  proposed  to 
be  issued. 

O.  Having  ascertained  the  depreciated  value  of  the 
physical  property,  to  what  amount  do  you  usually  recom- 
mend   issuing   bonds? 

A.  I  could  not  make  a  general  answer  to  that  question, 
because  the  other  phases  of  the  situation  might  so  affect 
that  particular  question  ;  but  I  will  say  that  it  is  within  that 
value. 

O.  Within  the   depreciated  value? 

A.  Yes. 

O.  At  the  present  time,  until  this  matter  of  the  base 
of  return  to  the  owners  is  definitely  settled  by  commissions 
and  courts,  you  would  not  go  beyond  the  depreciated  value 
of  the  physical  property? 

A.  I  would  not  want  to  say  absolutely,  finally,  that  we 
would  not  do  so,  if  there  were  other  elements  which  offset 
it;  but,  generally  speaking,  that  is  correct. 

O.  Why  do  you  require  that  the  utility  show  earnings 
at  least  twice  the  amount  of  the  interest  on  the  bonds  or 
the  mortgage  ? 

A.  Because  the  bondholder,  lending  money  for  a  small 
fixed  return,  in  excess  of  which  he  never  can  expect  to  re- 
ceive anything — for  instance,  5% — is  entitled  to  every  as- 
surance that  the  company  is  going  to  have  the  ability  to  pay 
that  5%,  and  that,  at  the  time  when  the  bonds  mature,  the 
company  will  have  an  earning  capacity  sufficient,  among 
other  things,  to  enable  it  to  refund  or  pay  off  the  obligation. 
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O.  Do  you  require  a  sinking  fund  to  retire  your  bonds? 
A.  Generally  speaking-,  some  form  of  sinking  fund  is  re- 
(|uirc(l.     That  also  depends  upon  circumstances. 

Q.  In   other   words,   the   effort   of   Harris,    Forbes   and 
Company  is  to  make  the  security  of  the  loan  under  mortgage 
as  safe  as  it  is  practicable  to  do  so  ? 
A.  That  is  correct. 

Q.  Does  Harris,  Forbes  and  Company  keep  in  constant 
touch  with  the  affairs  of  public  utiUty  companies  in  whose 
bonds  the  house  is  interested? 

A.  Yes,  we  do.  We  receive  reports  every  month  from 
practically  all  of  the  companies  whose  bonds  we  handle, 
and  we  keep  a  record  of  the  earnings,  and  keep  in  touch  with 
them  by  examination  by  various  of  our  representatives  from 
time  to  time. 

O.  Do  you  happen  to  recall  about  how  many  public  utili- 
ties your  house  is  now  interested  in.  in  the  ownership  of 
bonds  ? 

A.  OfThand,  I  could  not  say.  I  can  say  this,  that  w'e  re- 
ceive at  the  ])resent  time  reports  from  something  like  eigliiy- 
three  companies. 

Q.  About  eighty-three? 
A.  Yes,  exactly  eighty-three. 
O.  Of  public  utilities? 
A.  Yes. 

Q.  Of  all  kinds  ? 
A.  Of  all  kinds. 

Q.  Suppose  a  public  utibty  company  had  outstanding  an 
issue  of  bonds,  and  it  was  attempting  to  finance  itself  by  the 
issuing  of  additional  bonds.  What  would  be  the  requirement 
in  connection  with  the  additional  bonds? 

A.  Our  general  requirement — and  I  think  it  is  more  or 
less  general  practice  with  banks  engaged  in  the  same  class  of 
business  that  we  are — is  that  it  must  show  net  earnings  of  at 
least  twice  the  interest  on  all  of  the  bonds  outstanding,  to- 
gether with  those  proposed  to  be  issued.  Also  the  bonds, 
generally  speaking,  cannot  be  issued  for  a  larger  proportion 
than  7^%  or  80%  of  the  cost  of  the  capital  expenditures  that 
are  made  the  basis  of  the  issuance  of  bonds. 
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By  Commissioner  Brecht  : — 

Q.  That  limit  applies  to  both  issues,  the  outstanding  issue 
as  well  as  the  proposed  issue? 

A.  Yes,  that  is,  the  earnings  limitation  does.  Of  course, 
the  7S%  or  80%  would  apply  to  the  proposed  issue,  the  other 
bonds  having  been  issued  with  some  such  limitation  originall}-. 

Bv  Mr.  Marye  : — 

Q.  Have  you  prepared  and  brought  with  you  a  statement 
containing  a  list  of  representative  public  utilities  operating  in 
this  country,  whose  bonds  have  been  marketed  by  Harris. 
Forbes  and  Company? 

A.  Yes,  I  have. 

Q.  Is  that  the  statement  I  show  vou? 

A.  Yes.  that  is  the  statement. 

(Statement  entitled  "Earnings  Statements  of  25  Pub- 
lic Utility  Companies  whose  Bonds  are  handled  by  Har- 
ris, Forbes  &  Company"  offered  in  evidence  and  marked 
Exhibit  4-0.) 

Q.  Before  taking  up  this  exhibit,  in  your  opinion  could  a 
public  utility  hnance  itself  exclusively  by  the  issuance  of 
bonds  ? 

A.  They  could  not  sell  the  bonds  to  us. 

Q.  Is  there  competition  or  not  between  bond  and  stock 
houses? 

A.  I  do  not  exactly  understand  what  you  mean. 

O.  In  other  words,  does  your  house,  which  deals  exclu- 
sively in  bonds,  in  attempting  to  distribute  and  sell  them,  have 
to  compete  for  your  money  with  houses  that  are  dealing  ex- 
clusively in  stocks? 

A.  To  a  certain  extent,  I  should  say,  because  the  class 
of  people  who  buy  bonds  are  a  different  type  of  investors  from 
the  class  who  buy  stocks. 

Q.  Then  there  are  dift'erent  types  of  investors? 

A.  Oh,  distinctly,  yes,  sir. 

Q.  There  are  some  people  who  purchase  bonds  exclu- 
sively ? 

A.  Yes,  but   T  think  the  division  could  not  be  made  bv 


1172a  i^-  M.  Addiusdl. 

individuals  exactly.  Most  people  put  a  certain  proportion 
of  tlicir  investment  in  bonds  and  a  certain  proportion  in  stocks. 

Q.  .\re  there  also  groups  that  invest  nearly  exclusively 
in  industrials,  and  another  group  that  invests  in  public  utility 
securities,  and  another  in  municipal  securities? 

A.  I  can  answer  that  as  far  as  the  kind  of  securities  which 
we  handle  are  concerned.  There  are  individuals,  and  in  some 
cases  estates,  etc.,  that  will  buy  exclusively  either  municipal 
or  public  utility  bonds.  Generally  speaking,  the  same  rule 
applies  to  them,  however,  that  does  to  the  different  classes 
of  investors,  namely,  that  people  vary  their  investments,  hav- 
ing some  munici]:)al,  or  some  public  utility,  or  some  railroad 
bonds. 

Q.  There  are  some  investors  that  are  prohibited  by  law 
from  purchasing  securities  of  public  utility  companies? 

A.  Yes. 

O.  I  have  in  mind  trust  companies,  for  example? 

A.  Yes,  the  savings  bank  laws  of  the  different  States, 
for  instance,  and  also  the  laws  with  respect  to  trustees,  limit 
the  class  of  bonds,  class  of  securities  in  which  savings  banks 
or  trustees  may  invest  their  funds. 

Q.  Then  a  public  utility,  such  as  a  telephone  company, 
that  goes  out  for  money,  has  to  compete  for  money  with  other 
concerns,  that  possibly  have  a  wider  field  in  which  they  can 
purchase?  They  have  to  compete,  for  example,  with  a  mu- 
nicipality, whose  securities  are  a  legal  investment  for  trust 
companies  and  trustees  and  personal  representatives  ? 

A.  Yes.  ( )f  course,  the  interest  return  would  be  dift'ercnt 
in  that  case. 

O.  Now  take  up  your  statement  4-0.  How  many  com- 
panies have  you  listed  in  this  statement? 

A.  Twenty-five. 

O.  I  understood  you  to  say  that  Harris,  Forbes  and  Com- 
pany are  at  the  present  time  interested  in  about  eighty-three 
jniblic  utility  companies? 

A.  Yes. 

O.  Did  you  make  any  effort  to  select  twenty-five  out  of 
that  eighty-three  for  any  pnrpose? 

A.  The  best  answer  to  your  question  is  the  fact  that  the 
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object  of  this  statement  was  to  show  that  the  average  com- 
pany, in  whose  bonds  we  are  interested,  is  earning  a  substan- 
tial margin  over  twice  the  interest  on  its  bonds.  This  state- 
ment shows  that  those  twenty-five  companies  earn  2.7  times 
their  bond  interest.  Of  the  eighty-three  public  utility  com- 
panies whose  statements  we  received  last  year,  they  showed 
2.8(S  times  their  bond  interest. 

O.  So  these  twenty-five  are  rather  below  the  average? 

A.  Rather  below  the  average.  That  is  partially  accounted 
for  by  the  fact  that,  in  a  great  many  cases,  the  mortgages  in 
which  we  are  interested,  with  respect  to  these  other  companies, 
are  closed,  so  that  the  net  earnings  make  a  more  favorable 
showing  than  they  perhaps  otherwise  might. 

Q.  Are  the  mortgages  in  these  twenty-five  that  you  have 
listed  here,  in  4-Q,  open  mortgages? 

A.  Yes,  I  think  they  are  all  open. 

Q.  Your  first  column  to  the  left  shows  what? 

A.  The  name  of  the  company. 

O.  And  your  next  column  ? 

A.  The  period  for  which  the  earnings  are  taken,  the 
figures  are  taken. 

O.  And  the  third  column? 

A.  Gross  earnings. 

O.  Fourth  column? 

A.  Operating  expenses  and  taxes.  That  also  includes 
maintenance. 

O.  Your  'fifth  column? 

A.  Net  earnings. 

O.  Sixth? 

A.  The  annual  bond  interest,  figured  at  the  rate  of  5%, 
U])on  the  bonds  outstanding  at  the  end  of  the  year.  That 
is  not  necessarily  the  actual  amount  of  bond  interest  paid. 
It  is,  in  most  cases,  a  larger  amount. 

O.  Your    next    column  ? 

A.  That  is  the  balance. 

O.  And  your  next  column? 

A.  That  shows  the  ratio  between  tlie  interest  on  bonds 
outstanding  and  net  earnings. 

O.  And  vour  next  cohunn  ? 


1174a  //.  M.  Add  in  sell. 

A.  Shows  the  rate  of  interest  which  the  bonds  bear. 

Q.  And  your  last  column? 

A.  The  amount  of  bonds  outstanding. 

Q.  The  total  gross  earnings  of  the  companies  here  listed 
are  what  ? 

A.  $132,297,106. 

Q.  And  the  operating  expenses  and  taxes? 

A.  $82,705,021. 

O.  Leaving  net  earnings  of  what? 

A.  Of  $49,592,085. 

O.  The  total  of  the  annual  bond  interest  for  those  com- 
panies is  what? 

A.  $18,290,749. 

Q.  Leaving  a  balance  of? 

A.  $31,301,336. 

O.  Now  the  average  ratio  of  net  earnings  to  bond 
interest  shown  by  those  companies  is  wdiat  ? 

A.  2.7  times  the  annual  bond  interest. 

O.  And  the  amount  of  bonds  outstanding  of  these  com- 
panies amounts  to  what? 

A.  $370,757,220. 

O.  Where  are  these  companies  located? 

A.  In  eighteen  different  States  in  the  United  States, 
and  in  the  Provinces  of  Ontario  and  Quebec  in  Canada.  They 
were  selected,  I  might  say,  with  a  view  of  getting  distribu- 
tion all  over  the  country. 

O.  Are  there  any  Pennsylvania  companies  in  this  list? 

A.  The  Scranton  Electric  Company.  I  think  that  is  the 
only  one. 

Q.  Have  you  a  telephone  company  in  here? 

A.  No  telephone  companies. 

O.  Did  you  have  any  particular  reason  for  excluding 
telephone  companies? 

A.  I  thought  that,  under  the  circumstances,  it  would 
probably  be  better  to  present  other  public  utilities  rather 
than  the  companies  under  discussion,  the  class  of  companies 
under  discussion. 

O.  Your   house   makes    the    same    requirements    of    tele- 
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phone  companies  as  to  the  property  and  the  earnings,  that 
it  does  of  other  pubHc   utilities? 

A.  Yes,  sir. 

Q.  So  that,  from  the  standpoint  of  your  house,  the 
same  facts  would  be  true  of  telephone  companies  as  are 
here   shown  of  these   other  utilities? 

A.  Yes,  sir. 

Q.  It  was  simply  because  a  telephone  company  was 
under  investigation  here  that  you   excluded  them? 

A.  Yes,    sir. 

Q.  Was  that  suggested  to  a^ou  by  counsel,  or  other 
employes  of  the  Telephone  Company? 

A.  Xo,  that  was  simply  my  own  thought  on  the 
subject. 

Q.  In  your  opinion,  would  any  conservative  investor 
lend  money  for  a  small,  fixed  interest  return,  up  to  the 
full  value  of  the  property  pledged? 

A.  Xo. 

O.  Why  not? 

A.  For  the  same  reason  that  I  spoke  of  before,  he  would 
insist  upon  having  a  margin  of  security,  on  account  of  the 
nature  of  his  loan. 

Bv  COMMLSSTONER  JOHNSOX  : 

Q.  If  a  prosperous  company  secured  its  funds  largely  by 
the  sale  of  stock,  and  to  only  a  small  extent  by  the  sale  of 
bonds,  of  course  the  ratio  of  net  earnings  to  bond  interest 
would  be  extremely  high,  would  it  not? 

A.  Yes,  sir. 

Q.  AVhat  significance,  if  any,  has  this  column  headed 
"Ratio  of  Earnings  to  Bond  Interest?" 

A.  That  is  to  show,  in  conjunction  with  the  general  re- 
quirements under  corporation  mortgages,  that,  in  issuing  ad- 
ditional bonds,  a  company  must  have  net  earnings  equal  to 
twice  the  interest  on  the  bonds  outstanding,  together  with 
those  proposed  to  be  issued,  and,  in  connection  with  that,  to 
show  that  these  companies,  whose  bonds  we  handle,  of  the 
class  we  handle,  all  in  any  event,  on  an  average,  have  a  mar- 
gin of  earnings  greater  than  that. 
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Q.  In  order  to  form  any  judgment  in  regard  to  any  par- 
ticular company,  one  would  want  to  know  not  only  the  gross 
and  net  earnings,  but  the  extent  to  which  the  capital  consisted 
of  stock  and  the  extent  to  which  it  consisted  of  bonds? 

A.  Oh,  yes.  This  is  just  on  one  phase  of  the  situation. 
Of  course  we  consider,  as  I  said  before,  all  of  those  phases 
very  carefully. 

O.  And  of  course  you  have  in  mind  that  the  Telephone 
Company  that  is  under  consideration  here  secures  its  capital 
mostly  by  the  sale  of-  stock  ? 

A.  I  have,  yes,  sir. 

By  Commissioner  Pennypacker: — 

Q.  You  do  not  sell  any  bonds  of  the  Bell  Telephone 
Company  ? 

A.  Yes,  we  do. 

Q.  You  do? 

A.  Yes,  sir. 

Bv  Mr.  Marye  :— 

Q.  Did  you  purchase  any  of  the  bonds  recently  put  out 
by  The  Central  District  Telephone  Company? 

A.  Yes,  sir,  we  did. 

Q.  Do  you  know  on  what  basis  those  bonds  were  put  out ; 
do  you  recollect? 

A.  They  were  sold  on  about  a  5%  basis. 

Q.  They  were  5%  bonds? 

A.  5%  bonds. 

Q.  In  your  opinion,  is  the  rate  of  return  that  would  be 
attractive  to  a  bondholder,  the  same  rate  of  return  thai 
would  be  attractive  to  a  purchaser  of  stock? 

A.  No,  for  the  reason  outlined  before,  that  the  stock- 
holder is  ostensibly  taking  all  the  risks,  and,  therefore,  to 
attract  capital  to  stock  you  have  to  oiTer  a  prospect  of  a  larger 
return  than  you  would  to  the  bondholder. 

O.  The  stockholder  is  always  confronted  by  the  fact 
that  the  exigencies  of  the  business  may  require  the  issuance 
of  bonds,  which  would  precede,  then,  his  chance  of  a  return? 

A.  Yes,  that  is  true. 

O.  That  is  one  of  the  reasons  to  which  vou  referred? 
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A.  Yes ;  I  referred  more  primarily,  however,  to  the  busi- 
ness risks. 

Q.  But  there  is  also  that  other  element  of  risk,  is  there 
not  ? 

A.  Yes. 

Q.  Where  a  company  will  go  along  for  a  number  of  years 
and  finance  itself  exclusively  by  common  stock,  but  there  will 
then  come  a  time,  perhaps  due  to  the  money  market  or  some 
other  reason,  when  it  "cannot,  as  a  good  business  proposition, 
continue  to  finance  itself  by  stock  and  will  have  to  mortgage 
the  property,  and,  in  that  event,  the  interest  paid  on  the  bonds 
and  the  security,  sinking  fund  possibly,  for  the  bonds,  would 
precede  the  return  on  the  stock? 

A.  That  is  true. 

By  Commissioner  PeKnypacker: — 

Q.  You  have  been  selling  bonds  for  the  Bell  Telephone 
Company  to  your  customers? 

A.  We  have  sold  some. 

Q.  For  how  many  years? 

A.  The  original  telephone  company,  in  which  we  are  in- 
terested, was  the  Michigan  State  Telephone  Company,  which 
I  think  was  about  1900. 

O.  Have  you  been  selling  bonds  of  this  character  every 
year  since? 

A.  I  do  not  know  that  we  have  done  so  every  year,  but 
more  or  less  continuously  since  then. 

O.  They  make  reports  to  you  every  year? 

A.  Yes,  sir. 

O.  Did  you  bring  those  reports  with  you? 

A.  No,  I  did  not. 

By  Mr.  Marye  :— 

O.  Are  you  referring  to  The  Bell  Telephone  Company 
of  Pennsylvania  or  The  Central  District  Telephone  Com- 
pany? 

A.  No,  I  was  referring  to  the  American  Telephone  & 
Telegraph  subsidiaries. 

Q.  This  is  one  of  the  subsidiaries,  although  you  may 
not  know  it. 
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A.  Of  course,  we  have  not  handled  any  of  The  Cen- 
tral District  Telephone  bonds — in  fact  there  have  not  been 
any — until  recently. 

O.  You  have  not  any  reports  from  either  The  Bell 
Tcle]:)hone  Company  of  Pennsylvania  or  The  Central  Dis- 
trict Telephone  Company? 

A.  None  other  than  those  we  received  in  connection 
with  the  purchase  of  the  recent  issue  of  bonds. 
O.  And  that  was   in   this   current  year.    1914? 
A.  Yes,  sir. 

Q.  Are  you   familiar   with   the    1913   annual   report   of 
the  Comptroller  of  the  Currency  of  the  United  States? 
A.  I  have  read  it  over,  parts  of  it. 
Q.  Do  you  recall  his  statement   in   the   report   of  the 
earnings  and  dividends  of  national  banks? 

A.  I  have  it  down  here    (referring  to  memorandum). 
O.  Will  you  give  us  the  significant  paragraph  in  that 
report  ? 

A.  That  report  refers,  in  one  place,  to  the  earnings 
and  dividends  of  national  banks,  the  quotation  I  have  se- 
lected being  as  follows : 

"To  the  shareholders  of  national  banks,  from  a 
dividend  standpoint,  the  year  ended  June  30,  1913,  was 
quite  satisfactory,  as,  from  net  earnings  totalling 
$160,980,084,  dividends  were  paid  to  the  amount  of 
$119,906,050.  or  at  the  rate  of  11.4%,  as  against  an 
average  of  11.01%  for  the  prior  five  years,  and  only 
.26  of  1%  less  than  the  average  for  1912.  The  net 
earnings  exceeded  those  for  1912  by  SI  1,923,481, 
although  the  amount  of  dividends  paid  was  less  by 
8394,822.  Dividends  based  on  capital  and  surplus 
averaged  6.75%  for  the  year,  while  the  net  earnings 
to  capital  and  surplus  were  9.06%." 
O.  In  your  opinion,  are  national  banks  operated  on 
more  or  less  favorable  conditions  than  a  telephone  com- 
pany in  Pennsylvania? 

A.  I  should  say  they  are  under  distinctly  more  favor- 
able conditions,  as  they  operate  practically  under  govern- 
ment regulation. 
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O.  The  national  banks? 

A.  Yes,  and  are  engaged  in  a  business  of  a  more  sound 
and  stable  character,  I  should  say. 

O.  And  they  are  inider  strict  government  regulation  ? 

A.  Yes. 

O.  Do  you  happen  to  know  the  provisions  of  the  Na- 
tional Banking  Act,  providing  for  the  method  of  liquida- 
tion of  national  banks? 

A.  No,  I  do  not. 

Q.  You  know  that,  under  the  National  Banking  Ac^, 
national  banks  can  liquidate,  if  it  be  so  desired? 

A.  Oh,  yes,  and,  of  course,  a  very  vital  distinction  in 
there  between  the  national  bank  business  and  the  business 
of  a  telephone  company,  is  the  fact  that  they  can  liquidate ; 
their  assets  are  practically  liquid  in  any  event,  and  readily 
convertible,  whereas  a  telephone  company's  business  is 
dedicated  to  the  one  kind  of  business,  and,  if  the  physical 
property  is  taken  away  from  the  place  of  its  usefulness, 
its  value   depreciates   to   a  very   great  extent. 

O.  The  law^  practically  requires  and  contemplates 
perpetuity  in  public  utility  companies? 

A.  That  is  true.  It  is  practically  impossil~>le  to  li(|- 
uidate  the  business,  in  other  words. 

Q.  In  this  extract  which  you  have  just  read,  the 
Comptroller  of  the  Currency  was  rather  congratulating  the 
people  of  this  country  that  the  national  banks  had  been 
able  to  earn  11.4%  in  1913,  whereas  thev  had  only  earned 
11.01%  in  1912? 

A.  That  seems  to  be  the  tone  of  the  report. 

O.  AA'hich  the  Comptroller  of  the  Currency-  thought 
was  a  subject  of  congratulation  to  the  people  of  this 
country  ? 

a'  Yes. 

CoMMissioxER  Joiixsox:  Do  you  not  consider  the  sur- 
plus a  part  of  the  working  capital  of  a  bank? 

Mr.  Marye  :    I  say  on  the  capital  and  not  surplus. 

Commissioner  Joiixsox:  That  is,  vou  seem  to  include 
the  surplus  as  a  part  of  the  working  capital  of  the  bank. 

Mr.  Marve:    No,  sir,  I  say  on  the  capitalization.     I  was 
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i^oing-  to  take  up  the  question  of  the  net  return  on  capital 

and  surpkis. 

By  I\fR.  Mauve:— 

Q.  What  was  the  net  return,  or  dividend,  on  the  capital 
plus  and  the  surplus  for  1913? 

A.  6.75%. 

O.  Actually  distributed,  while  the  net  earnings  were 
what  amount? 

A.  Were  9.6%. 

O.  And  the  difference  between  the  dividend  that  was 
actually  distributed  to  the  shareholders,  and  what  they 
earned,  was  approximately  2.25%? 

A.  Yes. 

Q.  And   that   presumably — ■ 

A.  Went  to  surplus. 

O.  To  accumulate,  and  the  next  report  of  the  Comp- 
troller will  show  earnings  on  capitalization,  and  also  the 
dividends  and  net  earnings  on  that  accumulated  surplus  ? 

A.  Yes. 

The  Chairman  (Commissioner  Wallace)  :  It  seems  to 
me  you  are  bringing  in  the  national  banks  rather  prominently 
and  leaving  out  one  important  feature  of  the  situation.  The 
difference  between  a  telephone  company  stock  and  the  stock 
of  a  national  bank  is  that  the  stockholder  of  a  telephone  com- 
pany has  his  original  investment,  and  if  he  gets  8%  on  that, 
he  ends  there.  Whatever  the  distribution  may  be,  8%  or 
any  other  amount,  goes  to  profits.  If  the  company  fails,  he 
loses  only  his  investment.  A  man  who  is  a  stockholder  in 
a  national  bank  not  only  has  to  pay  his  investment  in,  but 
he  also  assumes  100%  additional  liability. 

Mr.  Marye:    That  is  true. 

The  Chair^tan  (Commissioner  Wallace)  :  Which  should 
be  paid  for,  and  in  that  respect  a  national  bank  stockholder 
should  receive  a  larger  dividend  than  almost  any  other  class 
of  investor,  for  the  reason  that  he  is  not  only  subject  to  the 
100%  he  already  has  in,  but  to  an  additional  100%  of  his  in- 
vestment in  case  things  go  wrong. 

Mr.  Marve  :  I  think  he  certainly  ought  to  have  a  return 
for  that  risk. 
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The  Chairman  (Commissioner  Wallace)  :  But  it  seems 
to  me  you  are  bringing  out  the  large  returns  to  investors  in 
national  bank  stock  and  not  bringing  in  the  fact  that  there 
is  100%  additional  liability. 

Mr.  Marye  :  I  was  going  to  bring  out  all  the  features 
of  it  that  I  could.  It  has  been  our  object,  if  the  Commission 
please,  to  show  the  returns  on  all  characters  of  properties, 
and  the  Commission  itself  possibly  is  aware  of  the  different 
characters  of  risks  among  those  companies.  It  is  mostly 
for  the  purpose  of  showing  competition  for  money.  We  have 
to  compete  with  national  banks  when  they  go  out  for  money. 
Wq  have  to  show  where  it  would  be  an  attractive  proposi- 
tion for  a  man  to  put  his  money  into  the  telephone  company 
rather  than  a  national  bank,  or  to  put  it  in  the  telephone 
business  rather  than  a  large  industrial.  We  have  to  show 
why  we  have  a  proposition  as  attractive  as  small  manufac- 
turers or  farmers  or  what  not.  That  is  the  purpose  of  it. 
for  such  analysis  as  the  Commission  subsequently  may  make 
for  its  own  purposes.  It  is  undoubtedly  most  true,  I  think, 
and  most  all  of  us  will  admit,  that  there  is  this  active  com- 
petition for  money. 
By  I\Tr.  Marye  :— 

O.  You  were  aware,  were  you,  of  the  liability  of  stock- 
holders in  national  banks  ? 

A.  Yes,  I  was,  but  I  think  in  that  connection  that  it 
is  also  interesting  to  note  that  in  some  States^I  think  off- 
hand of  California — the  stockholders  have  double  liability, 
and  also  the  record  of  national  banks  is  pretty  clean. 

O.  About  how  many  failures  are  there,  what  percent- 
age of  failures? 

A.  According  to  my  information,  the  failures  of  national 
banks  have  averaged  less  than  twelve  per  annum  since  the 
year  of  1865. 

O.  That  is  about  what  percentage? 

A.  I  have  not  the  percentage  here. 

0.  They  have  averaged  about  twelve  a  year  since  the 
year  1865? 

A.  Yes. 

O.  But  there  is  that  risk  that  a  stockholder  in  a  national 
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bank  takes,  that  he  is  obHgated  for  the  debts  up  to  the  amount 
of  his  holding? 

A.  Yes. 

().  lfa\e  A  on  made  any  investigation  of  the  census  sta- 
tistics, ])ubHshc(l  l)y  the  United  States  (Jovernment  in  recent 
\-ears.  of  the  earnings  in  manufacturing  estabhshments? 

A.  ^'es.  I  have.  The  statistics  of  manufactures  compiled 
1)\  llic  United  States  census  for  the  year  1905  and  the  }ear 
I'HO  indicate  that  the  manufacturing-  esta])lishments  included 
obtained  a  return  on  the  capital  emi)lo_\"ed  of  13.06'^  in  1905, 
and  12.03%  in  1910. 

O.  There  was  a  falling  off  there  of  about  1%? 

A.  A'es.  Those  figures  cannot  be  taken  on  their  face 
without  some  explanation,  however,  as  the  census  reports 
specifically  call  attention  to  the  fact  that  they  are  made  with- 
out reference  to  depreciation,  and  cannot  necessarily  be  taken 
as  the  true  earnings  on  the  capital  involved.  On  the  other 
hand,  the  fact  is  well  known  that,  in  connection  with  manu- 
facturing establishments,  they  habitually  include  good  will 
among  their  capitalizable  assets. 

Q.  Then  the  good  \\\\\  was  included  in  the  assets  upon 
which  this  return  was  applied?  In  order  to  arrive  at  the  per- 
centage of  13.06  for  1905  and  12.03  for  1910,  did  the  cap- 
ital to  which  the  estimates  were  ai)plied,  from  which  these 
percentages  resulted,  include  good  will  ? 

A.  It  did,  yes. 

O.  Have  you  ever  seen  the  estimate  made  by  the  Depart- 
ment of  Agriculture  of  the  United  States  (Government  as  to 
the  returns  on  investments  in  farms? 

A.  1  have  not  seen  any  accurate  figures  on  that  subject, 
but  1  heartl  of  a  statement  by  someone  who  had  investigated 
the  subject.  I  have  hesitated  to  submit  the  figures,  because  I 
liave  no  support  for  them;  but  the  figure  suggested  was  about 

O.  \ou  only  heard  of  this?  You  did  not  see  the  report 
yourself? 

A.  1  did  not  see  the  report  myself. 

Q.  I  should  think  it  would  be  a  very  difficult  matter  to 
get  any  statistics  on  a   farm? 
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A.   It  would  be  exceedingly  difificult. 

Q.  Do  you  know  anything  particularly  about  the  telephone 
business? 

A.  I  do  not  consider  myself  a  telepln^ne  expert.  1  know 
something,  about  the  business  phases  of  it. 

O.  Have  you  an  opinion  as  to  what  would  be  a  fair 
return  on  the  value  of  the  property  of  an  operating  tele- 
phone company? 

A.  Yes.  Speaking  for  my  house,  I  think  we  have  a 
general  opinion  on  all  public  utilities,  and  I  think  that 
that  opinion  is  not  a  hard  and  fast  one,  but  would  be 
governed  !)}•  the  particular  circumstances  surrounding  a 
particular  com]:)any.  ]'^)r  instance,  a  compau}'  operating 
in  Xew  York  City  would  be  entitled  to  one  return,  and  a 
com])an}'  operating  in  Salt  Lake  City  or  ^Medicine  Hat, 
or  some  other  place  oi  that  sort,  would  be  entitled  to  per- 
haps a  greater  return.  Generally  speaking,  our  feeling  is 
that  a  public  utility  should  be  entitled  to  earn  about  8%  in 
order  to  attract  capital.  That  is  more  or  less  an  academic 
matter  with  us,  because  we  are  not  interested  in  the  equities, 
excepting  as  they  affect  our  bonds. 

O.  You  are  speaking  of  the  equities  that  remain  after 
caring  for  the   bonded  interest? 

A.  Xo,  I  mean  8%  on  the  property  imohed  in  the 
operation  of  the  com])any. 

Q.  On  the  total  proi)ertv? 

A.  ^'es.  Of  course,  the  question  of  how  the  division 
of  that  property  between  bonds  and  stock  should  be  de- 
cided is  more  or  less  one  to  be  decided  by  circumstances, 
and  decided  also  by  the   Commission,  if  there  be  one. 

O.  You  would  leave  that  to  the  administrative  officers 
of  the  company,  Avould  you? 

A.  Yes. 

Q.  Assuming  that  the  I5ell  telephone  companies  have 
been  operating  in  the  State  of  Pennsylvania  ever  since  1878 
to  the  present  time,  and  have  now  engaged  in  rendering 
a  service  to  the  people  of  this  State  a  propertv  sav,  roughly, 
of  the  value  of  $70,000,000,  and  that  there  is  competition 
between  telephone  companies  in  the  State  of  Penns\lvania  : 
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and.  further,  that  the  Bell  telephone  companies,  in  order 
to  meet  the  normal  increase  in  the  number  of  subscribers — 
in  other  words,  growth  of  the  business  to  meet  the  public 
requirements  of  the  State  of  Pennsylvania — have  to  pro- 
vide ^$5,000,000  of  new  money  each  year,  what,  in  your 
.ipinion,  would  l)e  a  fair  return  to  the  present  owners  of 
the  r)ell  telephone  companies,  with  a  view  to  attracting 
that  additional  v$5,000,000  a  year  into  the  business? 

A.    1    think  8%   would   be   a   fair   return. 

O.  Do  you  have  in  mind  the  fact  that  the  8%  return 
is   not  guaranteed? 

A.  That  is  the  point,  after  all.  It  is  merely  permissive. 
It  is  not  a  guarantee  at  all.  It  is  subject  to  the  vicissitudes 
of  the  business. 

O.  It  is  also  the  maximum,  beyond  which  the  com- 
pany  cannot  go;  that  you   had  in   mind? 

A.  Yes.  that  is  what  I  had  in  mind. 

O.  In  other  words,  a  rate  of  return  that  this  Commission 
itself   might   fix? 

A.  Yes. 

O.  That  uould  remain  the  maximum,  unless  the  Com- 
mission itself  permitted  a  higher  rate  of  return  ? 

A.  Yes. 

O.  You  think  that  is  the  lowest,  the  minimum,  that  the 
Commission  should  say,  an  8%  return? 

A.   I  should  think  so. 

O.  Do  you  have  in  mind  a  return  under  present  condi- 
tions ? 

A.   I  think  that  is  nuich  the  same  question. 

O.  \\  hat  would  you  say,  if  you  have  an  opinion,  of 
what  would  have  been  a  reasonable  return  thirty  years  ago, 
in  the  infancy  of  telephony  in  Pennsylvania? 

A.  I  think  that  would  have  been  governed  very  mate- 
rially by  the  money  conditions  existing  at  that  time,  but  I 
should  say,  without  being  definite  about  it,  that  it  would  have 
to  be  a  great  deal  larger  in  an  infant,  untried  industry,  as  it 
was  at  that  time. 

O.  Larger  than  the  8%  you  have  mentioned  under 
present  conditions? 
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A.  Yes,  sir. 

O.  Conld  you  give  us  any  idea  what  you  mean  by 
larger  ? 

A.  As  I  say,  it  would  be  governed  by  market  and  money 
conditions. 

O.  Do  you  think  a  telephone  company  in  Pennsylvania 
could  attract  $5,000,000  a  year  into  its  business  if  it  were 
held  rigidly  to  less  than  8%  ? 

A.  It  would  depend  upon  the  extent  to  which  the  limita- 
tions were  guaranteed,  or  practically  guaranteed.  It  might, 
l)ut  it  would  depend  upon  the  circumstances. 

O.  In  speaking  of  the  last  point,  the  rate  of  return 
which,  in  your  opinion,  would  be  reasonable,  did  you  include 
the  cost  of  money  to  the  company? 

A.  That  should  be  figured  in.  just  the  same  as  the 
cost  of  anything  else;  I  mean  the  net  return. 

O.  And  any  discount  on  the  bonds  would  be  in  addition 
to  the  rate  of  return  which  }"ou  have  mentioned? 

A.  Oh,  surely,  because  that  is  as  much  a  part  of  the  cost 
of  operating  as  the  cost  of  buying  poles. 

O.  You  recognize,  then,  a  distinct  element  in  the  cost 
of  constructing  a  telephone  plant,  under  the  characterization 
of  cost  of  money? 

A.  Yes. 

O.  And  it  is  not  tangled  up  with  the  matter  of  a  fair 
return  ? 

A.  No. 

Q.  It  is  distinct  and  separate? 

A.  Yes.  sir. 

By  The  Ciiair:max  (Commissioner  Wallace)  : — 

O.  You  do  not  think  that  that  element  should  be  capital- 
ized, do  you,  the  cost  of  money? 

A.  No,  I  do  not. 

O.  You  think,  though,  that  the  company  should  amortise, 
clear  it  up,  by  a  percentage  of  the  earnings  covering  a  period 
of  years? 

A.  Yes,  they  should  be  permitted  to  amortise  it  out  of 
earnings. 
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I'.v  Mr.  M  \i<vk:— 

(J.   it  .should  he  rt'lircd  out  of  earnings? 

A.  Yes. 

y.  Over  a  period  of  years? 

A.  Yes. 

(J.  That  would  he  a  matter,  in  your  opinion,  that  would 
he  within  the  province  of  the  Commission  to  fix.'' 

A.    I   think  so. 

O.  iulher  to  permit  its  capitalization  permanently,  or  re- 
quire that  it  be  amortised  over  a  period  of  years? 

A.  My  opinion,  if  you  want  it,  is  that  it  should  be 
amortised  out  of  earnings. 

Bv  ]\[k.  h'KENCfi : — 

O.  If  your  firm  were  given  the  sole  control  of  the  prop- 
erty of  the  Bell  Telephone  Company  of  the  State  of  Penn- 
sylvania, the  property  which  Mr.  Marye  assumed  is  worth 
$70,000,000,  and  could  finance  it  in  any  way  you  chose  -by 
that  I  mean  you  could  issue  as  much  bonds  as  you  thought 
the  bond  market  would  stand,  or  preferred  stock  or  common 
stock — do  you  not  think  you  could  finance  it  at  a  much  less 
rate  than  8%  on  the  value  of  the  $70,000,000  that  is  assumed? 

A.  You  probably  could,  yes. 

Bv  Mr.  Marye: — 

Q.  You  are  speaking  of  it  from  the  standpoint  of  bonds? 

A.  I  mean  to  say  you  could  sell  bonds  for  a  proportion 
of  it  at  a  better  rate  than  8%. 


At   1    P.   M.   the   Commission   took   a   recess   until   2 :30 
P.  M. 
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2:30  P.  M. 
Present : 

Commissioners  Wallace,  acting  Chairman.  Pexxy- 

PACKER,  Brecht,  Johnsox,  Wright  and  Toxe. 
Counsel  as  before  noted. 


H.  HoBART  Porter,  having  been  duly  sworn,  was  ex- 
amined as  follows : 

By  ]\Ir.  Marye  :— 

Q.  Please  give  your  name,  residence  and  occupation. 

A.  My  name  is  H.  Hobart  Porter.  I  reside  at  Lawrence, 
Nassau  County,  New  York,  and  I  am  an  engineer  and  a 
member  of  the  firm  of  Sanderson  &  Porter,  engineers,  whose 
principal  place  of  business  is  at  52  \\'illiam  Street,  New  York 
City. 

O.  Where  were  you  educated? 

A.  I  graduated  as  an  engineer  at  what  was  then  called 
the  School  of  ]\Iines  of  Columbia  College,  New  York. 

Q.  About  when? 

A.  In  1886. 

O.  \\'hat  did  you  do  immediately  after  you  graduated? 

A.  I  had  a  fellowship  in  the  college  for  a  year,  and  I 
thereafter  entered  into  the  practice  of  engineering,  in  which 
I  have  been  engaged  ever  since,  having  in  1895,  I  think, 
formed  the  firm  of  Sanderson  &  Porter,  of  which  I  am  still 
a  member. 

O.  Briefly,  in  what  business  is  your  firm  engaged  ? 

A.  In  the  general  engineering  business,  having  par- 
ticularly to  do  with  the  design,  promotion,  construction  and 
operation  of  public  utilities. 

O.  Does  }our  firm  own  any  public  utilities,  or  has  it  in 
times  past? 

A.  Yes,  we  have  designed,  l^uilt,  bought,  operated  and 
sold  public  utilities. 

O.  Throughout  what  territory? 

A.  In  various  parts  of  the  United  States,  from  New 
Kn^dand  to  Washington  and  California. 
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O.  Have  you  ever  had  any  connection  with  the  Metro- 
politan Street  Railways  of  the  City  of  New  York? 

A.  I  was  consulting  engineer  for  the  Interboro  Metro- 
politan Company,  controlling  the  stock  of  the  ]\Ietropolitan 
Street  Railroad,  from  the  time  the  Metropolitan  Street  Rail- 
road went  into  the  hands  of  a  receiver  until  the  company  was 
reorganized. 

Bv  Commissioner  Pexnvpacker: — 

O.  How  long  was  that? 

A.  Four  or  five  years,  I  should  say.  I  would  not  be  able 
to  testify  to  the  exact  time.     That  is  my  recollection. 

Bv  Mr.  Marve: — 

Q.  Did  you  take  part  in  the  rehabilitation  of  that 
property  ? 

A.  I  advised  in  relation   thereto. 

Bv  Commissioner  Pennvpacker: — 

O.    Were  you  engaged  there  by  the  receiver? 

A.  No,   I   was   engaged  by   the   Interboro    Metropolitan 

Company,  which  was  the  majority  stockholder.     The  receiver 

had  other  technical  advisers. 

Bv  Mr.  Marye: — 

O.  You  succeeded  in  helping  to  place  that  property  on 
its  feet  again? 

A.  I  took  some  small  part  therein. 

O.  Are  you  at  the  present  time  interested  financiallv  in 
any  public  utilities? 

A.  Yes,  in  a  very  large  number  of  public  utilities,  electric 
light,  electric  pow-er,  street  railway,  water  power,  waterworks 
utilities. 

Q.  Are  you  connected  in  an  advisory  capacity,  or  as 
consulting  engineer,  with  any  public  utilities  in  the  State  of 
Pennsylvania  ? 

A.  I  am  the  president  of  the  American  ^^'aterworks  and 
Electric  Company,  which  owns  a  control  of  the  West  Penn 
companies,  which  consist  of  a  group  of  a  very  large  number 
of  electric  light,  and  a  considerable  number  of  street  railwav 
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and  some  power  properties  in  the  territory  contiguous  to 
Pittsburgh,  and  I  am  a  director  in  a  number  of  those- com- 
panies and  on  the  Executive  Committees  of  them. 

Q.  In  the  course  of  your  experience  have  you  been  com- 
pelled to  raise  money  for  the  various  utilities  in  which  you 
have  been  interested? 

A.  Very  frequently,  sir ;  both  as  principals,  where  my 
firm  were  owners  or  part  owners,  and,  on  many  occasions,  as 
advisers  to  the  owners  of  such  properties,  and  also  as  advisers 
to  banks  and  bankers  w^ho  were  the  purchasers  of  securities 
of  such  properties. 

Q.  Roughly,  over  what  period  of  years  has  your  ex- 
perience in  the  matter  of  financing  public  utilities  extended? 

A.  Since  the  formation  of  my  firm,  which  was  about 
1895,  I  think.  I  may  be  a  year  wrong,  but  it  was  in  that 
neighborhood. 

Q.  In  that  connection,  have  you  been  compelled  to  keep 
in  touch  with  the  money  market  and  the  investing  market? 

A.  I  have. 

Q.  You  have  made  a  pretty  careful  study  of  the  method 
of  financing  public  utilities  ? 

A.  I  have  endeavored  to  do  so. 

O.  Has  it  been  necessary  that  you  do  so? 

A.  It  has. 

O.  In  your  efiforts  to  finance  public  utility  companies 
throughout  that  period  of  years,  have  you  or  not  discovered 
that  there  is  competition  for  money,  just  as  there  is  for  every- 
thing else  that  is  required? 

A.  There  is  no  question  that  there  is  competition,  great 
competition,  for  the  use  of  monev  for  the  development  of 
enterprises. 

O.  Briefly,  into  competition  with  whom  do  those  inter- 
ested in  public  utilities  enter  in  the  money  market? 

A.  Into  competition  with  practically  the  whole  world,  in 
so  far  as  securities  of  similar  character  are  concerned.  When 
I  say  securities  of  similar  character,  I  mean  securities  that 
pay  the  same  general  rate  of  return  and  have  the  same  general 
risks  attached  thereto.  That  is  to  say,  in  my  experience  I 
have  found  it  difficult  to  finance  public  utility  companies  in 
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which  I  was  interested  in  this  country,  in  the  far  West,  be- 
cause of  the  condition  of  the  money  market  in  Paris,  although 
the  securities  which  I  was  offering-  for  sale  could  under  no 
circumstances  have  been  sold  in  Paris. 

Q.  Then  you  not  only  have  to  confront  competition  in 
this  country,  but  throughout  the  entire  world? 

A.  It  is  my  experience  that  capital  naturally  flows  into 
those  channels  which  promise  the  best  rate  of  return,  consider- 
ing the  risk,  and  that,  if  there  is  a  large  demand  for  capital, 
which  pays  a  certain  rate  and  offers  a  supposed  certain  risk, 
from  any  ])art  of  the  world,  it  lessens  the  amount  of  capital 
that  may  flow  in  other  directions,  where  the  conditions  are 
more  or  less  similar. 

O.  Now  with  reference  to  public  utility  companies,  could 
vou  enumerate  some  of  the  risks  that  you  have  in  mind  of 
an  investor  in  the  securities  of  a  public  utility  company? 

A.  If  a  company  has  not  yet  been  constructed,  the  risks 
are  quite  different  from  the  risks  of  one  which  has  been 
established,  and  the  property  seasoned.  I  do  not  know  which 
condition  your  question  deals  with. 

O.  Mine  was  a  ver}^  broad  question,  and  I  would  like  to 
have  you  talk  on  every  aspect  of  it. 

A.  With  a  property  that  has  not  yet  been  created,  the 
principal  risks  that  occur  to  me  at  the  moment  would  be. 
first,  the  risk  that  a  great  deal  more  money  was  required  than 
the  engineers  and  promoters  estimated  and  that  the  bankers, 
or  others  agreeing  to  contribute  the  money,  would  -find  that  a 
considerably  greater  amount  was  needed  than  had  been  ex- 
pected. 

O.  That  in  spite  of  the  fact  that  skilled  engineers  had 
made  the  estimate? 

A.  Yes,  sir.  Secondly,  there  is  the  risk  that,  owing  to 
conditions  over  which  no  one  can  have  control,  conditions  may 
absolutely  change  during  the  development.  I  perhaps  could 
explain  that  by  saying  that  I  was  engaged  in  a  great  develop- 
ment in  California  at  the  time  of  the  earthquake  in  San 
Francisco.  The  result  of  that  was  twofold.  The  price  of 
labor  in  California  increased.  I  should  not  like  to  testify  to 
the  exact  amount,  but  it  would  be  my  impression  from  25% 
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to  ^2)y3%,  and  the  efficiency  of  labor  which  that  money  could 
buy  decreased  very  much.  In  consequence,  the  cost  of  doing 
work  increased  nearly  rO^r.  The  difficulties,  also,  of  securing 
all  kinds  of  material  and  carrying  on  business  were  enor- 
mously increased.  Frequently,  after  the  preparation  of  the 
most  careful  estimates,  the  cost  of  material  increases  very 
much.  I  might  cite  a  case  in  which  my  firm  made  very  careful 
estimates,  which  involved  the  installation  of  a  very  large 
amount  of  transmission  copper.  Copper  was  then  selling  at 
about  13  cents.  We  estimated  our  copper  at  16  cents.  Wo:  paid 
2'^  cents  for  it,  for  over  a  million  pounds.  It  was  a  very 
illuminating  experience  to  me.  Those  are  the  risks  that  I  feel 
that  no  one  could  foresee.  Xo  one  could  know  that  the 
price  of  copper  was  going  to  double — at  least,  no  one  that  I 
knew  knew  it.  There  are  the  risks  that  may  come  from 
changed  conditions  owing  to  competition,  unexpected  develop- 
ments by  other  business,  or  changes  in  other  business  affairs 
that  may  affect  the  expected  earnings  of  the  property. 

Q.  Have  you  in  mind  the  development,  or  changes  in  the 
art  itself,  of  the  particular  utility? 

A.  That.  I  think,  is  more  apt  to  come,  in  my  own  ex- 
perience, after  development  is  made,  and  hardly  may  be  ex- 
pected during  the  time  that  development  is  going  on.  although 
it  is  within  my  conception  that  it  might  so  happen. 

O.  It  is  going  on — 

A.  In  everv  business.  T  think  those  are  the  principal 
items  that  occur  to  me  at  the  moment,  as  the  great  elements 
cf  risk  during  development.  It  was  also  my  experience,  in  two 
other  developments  in  which  I  was  interested,  where  all  the 
monev  was  raised  that  it  was  expected  would  be  needed,  and 
where  evervthing  we  thought  was  protected,  as  far  as  reason- 
able human  foresight  could  foresee,  to  have  the  trust  com- 
panies in  which  we  had  our  money  fail,  and  our  money  was 
tied  up  and  our  (le\elopments  were  shut  down  tight.  I  refer 
to  the  Knickerbocker  Trust  Company,  in  New  York.  I  had 
a  pavroll  of  a  hundred  thousand  dollars  to  meet  with  money 
in  the  Knickerbocker  Trust  Company  when  it  failed. 

O.   A  weekly  payroll? 

A.  A  monthlv  pavroll.     Perhaps  that  wciuld  run  a  little 


II92a  H.  Hobart  Porter. 

more  than  a  month,  but  there  was  about  a  hundred  thousand 
dollars  due  on  payroll  at  that  time,  the  day  the  Knickerbocker 
Trust  Company  run  began.  That  was  a  thing  that  we 
could  not,  I  think,  in  the  ordinary  course  of  events,  foresee.  It 
required  a  dosing  down  of  the  work  for  a  very  considerable 
period,  the  throwing  of  a  lot  of  labor  out  of  work,  the  carry- 
ing of  a  certain  amount  of  overhead  charges,  the  increasing  of 
interest  during  construction,  and  a  considerable  increase  in  the 
total  ultimate  cost  of  that  development.  I,  looking  back  at 
it,  do  not  feel  that  we  could  have  been  expected  to  have 
anticipated  that,  or  to  have  made  an  estimate  to  cover  that. 

Q.  You  were  speaking  of  the  period  of  development. 
Did  you  include  in  that  any  period  after  operation  begins,  or 
only  the  period  before  operation? 

A.  The  period  up  to  the  date  when  operation  could 
commence. 

0.  Then,  after  operation  commences,  is  it  your  experience 
that  some  of  these  risks  continue? 

A.  Yes,  sir,  there  are  risks  that  surround  every  operating 
company  to  a  greater  or  less  extent,  due  to  changed  conditions, 
the  change  of  public  sentiment,  change  of  law,  and  decisions 
of  state  and  municipal  bodies. 

O.  In  securing  money  for  public  utilities,  has  vour  ex- 
perience indicated  that  there  is  such  a  thing,  in  connection 
with  getting  money,  as  the  cost  of  acquiring  money? 

A.  Yes,  sir. 

Q.  How  would  you  define  that? 

A.  It  is  the  amount  that  must  be  paid  to  secure  the 
money.  We  dififerentiate  that  from  bond  discount.  It  is  the 
cost  to  those  promoting  the  enterprise  of  securing  the  money. 

O.  The  cost  to  the  promoters  of  securing  the  money  ? 

A.  Yes,  sir. 

O.  And  that  you  differentiate  from  bond  discount? 

A.  I  do,  sir. 

Q.  In  other  words,  you  think  bond  discount  has  a  nar- 
rower definition  than  the  cost  of  money? 

A.  If  I  might,  I  would  define  it  in  this  way :  I  think 
that  bond  discount  may  occur  a  number  of  times  during  the 
life  of  a  corporation.     You  may  sell   10-  or  20-  or  30-year 
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bonds,  and  bond  discount  will  have  to  be  met  on  every  occa- 
sion. But  the  cost  of  securing  the  money  for  the  creation  of 
the  original  enterprise  is  a  very  different  thing;  as  far  as  the 
cost  of  securing  that  money  for  the  original  enterprise  is 
concerned,  it  only  comes  once. 

Q.  As  to  a  company  that  is  continuing  to  develop  and 
grow  rapidly,  and,  therefore,  recjuires  the  acquisition  of  ad- 
ditional capital  annually,  is  there,  in  connection  with  such 
acquisition  of  additional  capital,  this  item  of  cost  of  money? 

A.  There  is,  but  it  is  of  a  far  lesser  extent  than  the  cost 
to  an  original  company ;  but  I  should  think,  in  my  experience, 
there  would  aways  be  some  cost  of  raising  money,  even  to  a 
concern  which  was  most  securely  situated  financially. 

Q.  That  element,  as  I  understand  your  testimony,  is  the 
cost  to  him  who  promotes  the  enterprise? 

A.  Yes,  sir. 

Q.  As  entirely  a  separate  matter  from  that  cost  of  money, 
the  cost  to  the  promoter,  do  you  think  that  there  should  be 
a  remuneration  to  him  who  promotes  a  public  utility  enter- 
prise in  any  given  community? 

A.  I  think  there  must  be,  otherwise,  unless  some  public- 
^pirited  citizen  would  do  it  wathout  recompense,  it  would 
never  be  done. 

Q.  In  your  experience,  have  you  found  such  public- 
spirited  citizens,  -who  are  willing  to  promote  an  enterprise 
without  any  remuneration? 

A.  I  do  not  recall  any,  although  there  may  have  been 
such. 

Q.  Then  there  are.  in  your  opinion,  those  two  elements, 
and  are  they,  in  your  opinion,  capital  charges — ^promoters 
remuneration  and  cost  of  money? 

A.  I  think  the  cost  of  mone}' — mv  own  opinion — is  a 
fair  capital  charge.  I  think  bond  discount  is  something  that 
will  fall  in  a  different  class. 

Q.  How  about  promoter's  remuneration? 

A.  Oh,  I  think  promoter's  remuneration  is  unquestion- 
ably a  capital  charge,  just  as  much  as  the  cost  of  paying  the 
attorneys  to  draw  the  charter  of  the  company,  or  the  engineers 
to  prepare  the  plans.     I  think  it  is  part  of  the  cost  of  creat- 
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inq-  tlie  enterprise,  and,  as  such.   1   think  it  should  l)e  capital- 
ized. 

13v  Commissioner  I'enxvpacker  : — 

O.  Suppose  there  is  no  promoter? 

A.  I  can  hardly  conceive  that  case,  but,  in  case,  of 
course,  there  were  no  promoter,  it  would  not  be  paid  for. 

O.  Sometimes  a  man  will  take  hold  of  his  business  and 
build  it  up  himself.  He  does  not  hand  it  over  to  somebody  to 
orc^anize — not  always ;  occasionally  he  does. 

A.  I  should  expect  him  to  be  paid,  sir. 

O.  You  think,  even  when  he  builds  up  his  own  business, 
he  ought  to  be  paid  for  it  as  a  promoter  ? 

A.  Certainly,  sir. 

By  Mr.  Marye:— 

O.  In  addition  to  the  return  he  gets  out  of  operation? 

A.  Why,  yes.  One  is  the  return  on  his  capital  and  the 
other  is  the  payment  for  his  labor  and  ability.  I  should  dif- 
ferentiate them  in  that  way. 

By  The  Chairman  (Commissioner  Wallace)  : — 

Q.  How  does  the  Interstate  Commerce  Commission  treat 

this  matter? 

A.  I  could  not  testify  as  to  that. 

By  ^Ir.  Marye:— 

O.  Have  you  ever  had  any  experience  with  the  Inter- 
state Commerce  Commission? 

A.  Only  to  a  very  limited  extent. 

O.  Have  any  of  your  companies  been  regulated  by  the 
Interstate  Commerce  Commission? 

A.  A  few  of  the  companies  in  which  I  am  interested  are 
under  the  regulation  of  the  Interstate  Commerce  Commission. 

Q.  They  are  interstate  carriers? 

A.  Yes,  but  it  is  to  such  a  limited  extent  I  would  not  feel 
qualified  to  testify  how  they  treat  those  things. 

Q.  If  you  were  advising  them,  would  you  advise  that 
they  give  consideration  to  this  item  of  promoter's  remuner- 
ation ? 

A.  Yes,  sir. 


H.  Hohart  Porter.  1195;i 

O.  And  advise  as  only  fair  that  they  make  some  allow- 
ance for  that? 

A.  I  should.  I  am  familiar  with  the  fact  that  the  state 
commissions  in  many  of  the  States — all  the  States  which  1 
can  recall  at  this  moment — do  make  such  an  allowance. 

Q.  You  were  speaking,  I  think,  particularly  with  reference 
to  the  initial  promotion  of  a  new  company.  How  about  the 
person  who  goes  in  and  rehabilitates  a  company  that  has  been 
unsuccessful?     Do  you  think  he  should  be  rewarded? 

A.  It  would  be  impossible  to  secure  his  services  unless 
he  were  rewarded.  I  am  speaking  now  commercially.  Of 
course,  it  may  be  possible  to  find  somebody  who  is  like  a 
philanthropist,  who  would  do  it  for  the  good  of  the  com- 
munity, but,  on  a  business  basis,  anybody  who  takes  over  the 
rehabilitation  of  a  broken-down  company,  does  so  for  the 
expectation  of  gain  and  with  the  expectation  of  being  suitably 
rewarded  for  the  time  and  abilitv  devoted  to  the  enterprise. 

O.  And  his  profit  would  be  reflected  in  the  two  items  of 
his  remuneration  for  his  promotion,  or  his  rehabilitation  of  a 
broken-down  corporation,  and  also  in  his  annual  return? 

A.  Yes,  sir. 

O.  You  distinguish  in  your  mind  between  the  elements, 
promoter's  remuneration,  cost  of  money,  and  return  to  the 
owners  ? 

A.  I  do. 

O.  Are  you  acquainted  in  any  way  with  the  Bell  Tele- 
phone System,  or  any  of  the  operating  companies  of  the  Bell 
Telephone  System? 

A.  No,  sir,  except  in  so  far  as  this  matter  here  is  con- 
cerned, in  which  I  have  been  invited  to  testify. 

Q.  You  had  no  prior  connection  with  any  of  the  Bell 
System  companies? 

A.  No,  sir. 

Q.  Have  you  followed  more  or  less  closely  the  operations 
of  any  telephone  companies? 

A.  Only  in  the  most  general  way,  because  they  were 
public  utilities  who  w^ere  in  a  field  in  which  T  was  practicing, 
and  I,  therefore,  have  kept  myself  generally  familiar  with 
their   methods   of   operation — not   in    detail   at   all — and    that 
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was  purely  as  an  outside  observer, — what  I  could  secure  from 
reatling  their  reports  and  studying  the  published  facts. 

Q.  From  your  experience  with  the  number  of  public  util- 
ities with  which  you  have  been  connected,  and  with  which  you 
have  kept  in  close  touch  during  all  these  years,  as  a  pro- 
moter, as  a  consulting  engineer,  and  as  an  owner,  and  in 
financin"-,  do  vou  feel  competent  to  give  an  opinion  on  what 
would  be  a  fair  return  to  a  telephone  company  operating  in 
the  State  of  Pennsylvania? 

A.  I  feel  competent  to  express  an  opinion  as  to  what  I 
think  would  be  a  minimum  return  that  would  be  required  to 
permit  the  financing  of  such  a  company. 

O.  Assume  that  the  Bell  Telephone  System  operates 
throughout  the  entire  State  of  Pennsylvania ;  that  they  have 
been  so  operating  since  the  telephone  was  invented,  practically, 
and  that,  up  until  a  recent  date,  the  enterprise  has  grown, 
until  they  have  in  operation  in  this  State  a  property  worth, 
say,  for  the  purposes  of  this  question,  $70,000,000;  that  these 
companies,  in  the  normal  growth  of  their  business,  to  provide 
telephone  service  to  the  people  of  the  State  of  Pennsylvania, 
require  the  acquisition  of  $5,000,000  of  new  money  annually, 
and  also  that  there  is  more  or  less  active  competition  in  the 
telephone  business  in  the  State  of  Pennsylvania:  what  would 
you  say  would  be  a  fair,  reasonable,  maximum  return  to  the 
present  owners  of  that  property,  and  also  to  those,  who  in  the 
future,   would   contribute  this   additional   $5,000,000  a  year? 

A.  I  do  not  feel  competent  to  express  an  opinion  as  to  the 
maximum  return,  but,  judging  from  my  experience  in  raising 
very  considerable  sums  of  money  for  public  utilities,  I  should 
expect  that  it  would  be  impossible  to  raise  that  money  unless 
the  utility  were  allowed  to  earn  at  least  8%. 

O.  At  least  8%  ? 

A.  At  least  8%. 

Q.  Upon  what? 

A.  Upon  its  fair  value,  and,  when  I  define  fair  vaUie. 
and  what  it  will  earn  thereon,  I  go  back  in  my  own  mind  to 
the  beginning,  which  is,  on  what  basis  will  the  public  supply 
the  money?  There  is,  I  think,  in  the  minds  of  many  people 
a.  very  grave  misapprehension.    Thev  believe  that  the  rate  for 
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money  and  the  rate  at  which,  corporations  can  secure  money, 
is  fixed  by  bankers  and  banking  houses.  While  those  gentle- 
men have  something  to  do  with  it,  the  rate  is  fixed,  in  the 
last  analysis,  by  what  the  public  will  buy  securities  for,  and 
the  banker  can  merely  cater  to  his  public.  The  first  thing 
that  the  intelligent  banker  wants,  or  thinks  of,  when  he  con- 
siders the  purchase  of  a  group  of  securities,  is  what  the 
juiblic  will  pay  for  them,  and  on  what  interest  rate  they  will 
take  them,  and  my  answer  to  your  question,  of  at  least  8%, 
is  based  on  my  experience  in  the  selling  of  securities,  or  the 
raising  of  money  on  securities,  for  public  utility  enterprises. 

BV    COMMISSIOXER    JOHNSON  I 

O.  What  does  that  assume  that  the  holders  of  stock  will 
probably  secure? 

A.  The  owners  of  stock  in  the  case  under  consideration 
will  probably  get  initially,  on  such  a  new  enterprise,  about  8%, 
but  always  with  the  expectation  that  they  may  get  more.  The 
question  of  the  price  at  which  public  vitility  stocks  sell  is  not 
only  one  of  the  return  which  the  stock  pays,  but  what  the 
public  at  laro-e  believe  they  may  ultimately  get.  Of  course,  it 
is  affected  by  many  other  things.  A  stock  that  is  well  dis- 
tributed, in  the  hands  of  many  small  owners  and  put  away,  so 
[hat  it  does  not  come  back  on  the  market,  and  of  which  no 
more  is  in  immediate  prospect  of  being  offered,  sells  on  an 
entirely  different  basis  from  a  stock  that  is  still  held  partly  in 
the  original  hands  in  large  blocks,  and  of  which  considerable 
amounts  may  come  on  the  market  at  any  time,  or  a  stock  which 
has  been  well  distributed,  but  of  which  considerable  amounts 
may  come  on  the  market.  ^^  hat  some  of  the  bond  and  stock 
people  call  the  "psychology"  of  stock  prices  really  has  a  very 
marked  influence  on  the  price  at  which  such  securities  sell. 
entirely  apart  from  their  return. 

Q.  You  are  thinking,  I  judge,  of  return  ui.-on  the  invest- 
ment when  you  speak  about  8%  for  the  stock? 

A.  8%  upon  the  investment.  That  affects  ]^articularlv. 
my  answer  was,  the  original  investors.  A  stock  mav  be  put 
out  at  par  and  sell  at  8%,  and  ultimately,  when  it  is  all  dis- 
tributed and  no  more  stock  is   forthcoming,  it  mav  sell  at  a 
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hi'Ther  price ;  bul  it  would  be  impossible  to  hold  that  stock 
there  if  lart;e  {[luxntities  of  moiiey  were  to  be  raised  by  the 
sale  of  more  of  the  stock  to  the  public.  There  would  be  an 
immediate  drop  in  the  price.  That  is  a  practical  matter  which 
T  have  seen  illustrated  many  times. 

iiv  :\Ik.  MAUvi:  :— 

O.  The  more  they  issued  at  8%,  the  less  they  would  be 
able  to  net  to  the  company? 

A.  Experience  would  prove  that  an  8%  stock,  well  dis- 
tributed, of  which  no  more  has  come  on  the  market  for  a 
number  of  \ears,  may  sell  a  t^'ood  deal  above  par.  Now  if  the 
compan\-  has  to  raise  more  money  by  the  sale  of  additional 
stock,  the  mere  rumor  that  that  stock  is  going  to  be  sold  will 
be  immediately  reflected  in  the  price  of  the  stock. 

O.  And  when  you  were  speaking  of  a  reasonable  return, 
you  had  in  mind  the  fixation  of  a  maximum,  beyond  which  the 
company  could  never  go,  a  fixation,  for  example,  by  this 
Commission? 

A.  Yes.  sir. 

O.  And  that  speculative  element,  to  which  aou  referred 
just  now.  would  be  practically  eliminated? 

A.  Yes,  sir. 

Bv  Com:\iissioxer  Johnson: — 

O.  Do  you  think  that  is  anything  more  than  an  academic 
theory  ? 

A.  Yes.  sir.  1  do.  Pardon  me;  perhaps  I  did  not  under- 
stand your  question. 

O.  Does,  as  a  matter  of  fact,  regulation  limit  the  earn- 
ings of  investors  in  the  property  of  a  public  utility  company, 
within  fixed  or  narrow  limits? 

A.  The  public  utility  commissions  in  some  of  the  States 
have — I  would  not  say  by  the  direct  terms  of  their  orders,  but 
by  implication  at  least — indicated  very  clearly  that,  whenever 
more  than  a  certain  amount  was  earned  on  a  stock,  there 
would  l)e  a  new  rate  case,  and  the  rates  would  be  reduced. 

0.  1  know  we  hear  very  much  said  about  the  restrictive 
effect  upon  earnings  of  the  regulation  by  state  commissions. 
T    was   wondering   if.   in    your   varied    experience,    vou    could 
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throv.'  any  real  light  on  the  question  hy  concrete  illustration. 

A.  Yes.  sir.  I  do  not  know  whether  you  want  a  long 
story.  The  State  of  Arizona  fixed  the  rate  of  return  and  the 
value  of  a  property  in  which  my  firm  were  interested,  after  a 
very  exhaustive  hearing.  The  rate  was  utterly  inadequate  to 
enable  us  to  earn  any  return  that  was  at  all  substantial  on  the 
property,  and  we  were  obliged  to  take  the  attitude  that  we 
could  invest  no  more  money.  After  some  considerable  negoti- 
ation, the  Commission  took  the  matter  up  with  us  again  and 
went  into  it  very  carefully.  They  raised  the  valuation  of  the 
property  in  question  and  fixed  a  rate  and  agreed  that  the  rate 
should  not  be  disturbed  imtil  the  property  was  earning  10% 
on  its  then  fixed  valuation,  plus  10%  on  all  the  new  money 
that  went  in,  after  providing,  of  course,  for  operating  ex- 
penses and  taxes  and  depreciation  reserves.  The  implication 
there  is  that,  as  soon  as  the  company  earns  more  than  10%, 
the  rates  will  be  readjusted.  Wt  expect  that,  and  the  Com- 
mission undoubtedly  expects  it. 

Q.  In  that  particular  instance,  when  the  facts  were  clearlv 
presented  to  the  Commission,  it  was  willing  to  accede  to  a 
10%  return? 

A.  In  Arizona  the  rates  are  verv  much  higher,  and  they 
agreed  to  10%  and  also  permitted  the  companv  to  amortise 
the  overhead  expense  of  a  year  or  more  of  litigation  over  a 
term  of  years. 

Bv  Commissioner  Pexxypacker: — 

O.  What  kind  of  a  company  was  it? 
A.  Electric  light  and  gas  company. 

Bv  }klK.  Mar  YE  : — 

O.  In  what  part  of  Arizona? 
A.  The  citv  of  Tucson. 

Bv  Commissioner  Pennvpacker: — 

O.  Have  you  any  authority  further  east? 
A.  I  do  not  think  that  I  could  answer  your  question  spe- 
cifically as  to  any  case  that  I  recall,  in  which  the  commissions 
have  implied  that  there  would  be  a  new  hearing  if  the  rate  of 
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return  went  above  a  certain  amount  tlien  fixed,  but  I  have 
the  general  impression,  merely,  that  it  would  be  quite  easy  to 
lind  otiicr  cases.     I  may  be  entirely  in  error  in  that. 

By  Mr.  AIarye:— 

Q.  Have  you  had  any  experience  in  the  State  of  New 
YorlT? 

A.  Not  on  that  particular  point. 

0.  Has  there  recently  been  much  inflow  of  capital  into 
utilities  in  New  York  State? 

A.  Practically  little  or  no  inflow,  except  where  the  prop- 
erties have  been  established  and  investors  have  had  their 
money  in,  and  the  protection  of  what  they  had  in  compelled 
them  to  take  care  of  their  property.  I  think  I  speak  with 
substantial  accuracy  when  I  say  that,  during  the  last  few 
years,  there  have  been  no  new  utility  enterprises  in  the  State 
of  New  York  of  any  considerable  moment. 

Bv  Commissioner  Pennvpacker: — 

O.  In  these  newer  communities  they  are  sometimes  quite 
eager  and  anxious  to  get  what  they  call  improvements.  Out 
in  Kansas,  not  many  years  ago,  they  were  paying  10%  on 
mortgages.  It  would'  be  more  satisfactory  to  have  an  author- 
ity from  communities  which  may  be  regarded  as  older  and 
more  settled. 

A.  The  commissions  in  the  East  generally  have  held 
that  7%  and  8%,  as  far  as  I  can  recall,  was  a  reasonable  re- 
turn. My  firm  have  had  a  great  many  cases  before  our  New 
York  Commission,  and  it  is  my  recollection — I  have  not 
brought  my  statistics  with  me — that  the  Commissions  have 
held,  in  both  the  First  and  Second  District,  that  7%  or  8%,  or 
therealiouts.  w^as  a  reasonable  return.  I  could  easily  refresh 
my  memory  on  that  from  the  cases  in  which  I  have  been 
retained. 

By  Mr.  Swayze  : — 

O.  You  know  about  the  Kings  County  Gas  Case  and  the 
Queens  County  Lighting  Company  Case? 

A.  \es.     We  were  the  engineers  in  the  Queens  County 
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Lighting  Case,  and  the  present  Brooklyn  Edison  Case  and  the 
Buffalo  General  Electric  Case.  I  was  a  witness  there.  I  do 
not  carry  figures  of  that  kind  in  my  head  very  well.  I  have 
testified  and  have  had  to  do  with  a  great  many  of  these  cases, 
but  it  is  a  very  difficult  thing  for  a  man  who  has  had  a  great 
many  of  them — I  have  probably  fifteen  or  twenty  rate  cases 
and  valuation  cases  in  various  States  in  the  Union  in  my 
oftice  now,  and  for  me  to  attempt  to  testify  as  to  rates  in  the 
dift'erent  ones  would  simply  mean  that  I  would  probably  be 
shown  that  I  had  made  a  mistake. 

Bv  Commissioner  Johnson: — 

Q.  You  stated  a  moment  ago  that  capital  has  not  been 
disposed  to  invest  freely  during  the  past  few  years  in  public 
utilities  in  the  State  of  New  York.  Are  we  to  understand 
that  you  consider  that  to  be  due  to  the  restrictive  influence 
of  the  public  regulation? 

A.  In  so  far  as  the  foundation  of  new  enterprises  is  con- 
cerned, yes,  sir. 

Q.  Do  you  have  any  evidence  on  that? 

A-  The  fact  that  people  have  come  to  me  and  my  firm, 
who  used  to  promote  and  build  utilities  in  New  York  State, 
and  that  we  find — we  are  mere  dealers,  we  buy  and  sell  again 
- — that  the  people  to  whom  we  sell  are  unwilling  to  purchase 
securities,  or  contract  to  supply  money  to  promote  the  de- 
velopment of  new  enterprises  in  the  State  of  New  York,  in 
the  present  unsettled  condition  as  to  how  much  will  be  al- 
lowed for  the  number  of  dollars  of  actual  cost  that  go  into 
such  development. 

Q.  Mas  it  not  been  true  that  capital  has  been  loath  to 
invest  in  new  enterprises  generally? 

A.  Yes,  sir. 

O.  Do  you  think  the  situation  is  any  worse  in  public 
utilities  than  it  is  in  other  lines  of  business? 

A.  Somewhat.  It  has  not  been  easy  in  any  line  of  busi- 
ness; it  has  been  worse  in  public  utilities,  however,  than  in 
other  lines  of  business. 

Q.  That  may  have  been  due,  possibly,  to  a  period  of 
liquidation  of  public  utilities? 
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A.  rossibly. 

p.  Due  to  uuliniiled  speculation  in  the  past,  may  it  not? 

A.  It  lias,  however,  been  possible  to  raise  money  for 
l)ublic  utility  enterprises  on  a  large  scale  in  some  of  the 
States  and  in  some  parts  of  the  country,  where  they  either 
have  no  commissions,  or  where  the  commission  policy  has 
been  clearly  hxed.  It  would  be  comparatively  easy  to  raise 
money  for  a  public  utility  in  ^Massachusetts  or  Wisconsin, 
provided  there  were  a  ijood  opportunity,  because  it  is  well 
known  just  what  3-011  may  be  allowed  to  do.  Now  I  do  not 
want  to  be  understood  as  being  opposed  to  commission  regu- 
lation. I  am  a  thorough  believer  in  it,  but  I  believe  it  is 
absolutely  essential  to  the  life  of  these  corporations,  and  to 
put  them  in  a  position  where  they  can  give  good  service,  at 
reasonable  rates,  to  the  public,  that  they  should  know  clearly 
what  they  may  do.  One  of  the  difficulties  that  we  have  been 
confronted  with  in  New  York  is.  in  my  opinion,  the  fact  that 
our  Commission  has  made  a  number  of  decisions  which  have 
not  appealed  to  the  people  engaged  in  the  utility  business,  and 
a  number  of  them  have  been  overruled  by  the  courts,  as  we 
thought  they  probably  would  be.  Now  during  that  time  we 
have  been  unable  to  proceed.  Capital  has  been  unwilling  to 
go  in.  I  think  that,  when  you  have  a  commission  that  treats 
the  business  on  a  reasonable  and  sound  basis,  and  fixes  rules 
and  adheres  to  them  reasonably,  the  position  of  the  corpo- 
ration is  very  much  improved. 

O.  That  is  what  I  wanted  to  know. 

A.  I  am  perfectly  sincere  about  that,  sir. 

r>v  AIr.  Swayze: — 

O.  You  are  acquainted  with  the  general  trend  of  deci- 
sions in  Wisconsin  and  other  States? 

A.  Generally,  sir. 

Q.  Has  not  the  general  trend  of  decisions  in  those  vStates 
been  to  limit  the  return  that  might  be  made  upon  the  invest- 
ment? 

A.  It  has. 

O.  While  you  cannot  give  specific  instances,  you  do  know 
that   generally,  both   from   vour   own   reading  and   from   the 
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general  understanding  in  the  profession  and  among  the  men 
interested  in  commission  work? 
A.  Yes,  sir. 

By  I\Ir.  Marye:— 

O.  Then  all  your  experience  leads  you  to  the  opinion 
that,  at  the  present  day  in  the  State  of  Pennsylvania,  the  mini- 
mum return  for  a  telephone  company,  or  other  public  utility 
in  this  State,  would  be  8%  on  the  fair  value  of  its  property 
devoted  to  the  public  service? 

A.  I  should  expect  that  would  be  the  minimum  that 
would  be  necessary  in  order  to  secure  the  money. 

O.  And  you  think  the  same  would  be  true  of  a  gas  plant 
in   the   State  of   Pennsylvania? 

A.  I  should  think  that  a  gas  plant  and  a  telephone  com- 
pany would  be  very  closely  similar  in  this  State. 

O.  And  an  electric  lighting  company? 

A.  Very  much  the  same. 

O.  And  that  the  general,  broad  principles  of  regulation 
of  those  various  utilities  would  be  the  same? 

A.  Yes,   sir. 

O.  And  that  the  policy  of  the  State  regulatory  bodies 
would  be  practically  the  same  in  all  utilities? 

A.  Yes,    sir. 

O.  Is,  in  your  opinion,  the  gas  business  more  firmly 
settled  than  the  telephone  business?  In  other  words,  are 
there  more  elements  of  risk  left  in  the  telephone  business 
than  in  the  gas  business? 

A.  I   should  think  a  good  many  more. 

O.  What  do  you  have  in  mind? 

A.  That  very  great  changes  in  the  art  of  telephony  may 
occur  at  any  time.  The  gas  business  has  gone  through  a 
period  wdiere  it  has  changed  from  an  illuminating  to  a  heat- 
ing proposition,  and,  based  on  wdiat  any  of  us  knows  now. 
it  would  appear  that  the  gas  business  is  simply  going  to  con- 
tinue to  grow  as  a  heating,  and  possibly  a  power  proposition. 

O.  \\  hat  do  you  have  in  mind  as  the  uncertainties  still 
left  in  the  telephone  business? 
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A.  The  development  of  the  art  of  telephony  is  apparently 
nowhere  near  its  end. 

Q.  In  your  opinion,  is  it  still  in  its  infancy? 

A.  It  is  a  very  husky  infant,  but  I  must  admit  that, 
after  they  began  to  send  wireless  messages  across  the  ocean, 
I  began  to  wonder  if  some  morning  we  would  not  wake  up 
and  hear  of  some  verv  radical  possibilities  in  the  telephone 
business. 

Q.  In  speaking  of  the  return  of  8%,  is  that  to  be  avail- 
able for  distribution  to  the  owners? 

A.  Yes,  sir. 

O.  The  entire  8%  ? 

A.  Yes,  sir. 

O.  What  is  your  opinion  as  to  whether  there  should  be 
a  margin  above  that,  to  carry  as  a  surplus,  to  insure  the 
stability  of  the  distribution  of  the  8%  ? 

A.  My  experience  is  that,  if  a  company  pays  out  all  it 
earns,  its  securities  do  not  sell  on  the  same  basis  at  all  as 
if  there  is  a  reasonable  margin,  because  any  unexpected  de- 
velopment, such  as  the  floods  in  Dayton,  Ohio,  a  fire,  an  earth- 
quake, or  a  great  storm,  may  so  deprive  the  company  of  its 
power  to  earn  for  a  limited  period  as  to  interfere  with  its 
earning  powder. 

O.  How  about  dull  times,  lean  years? 

A.  The  same  thing  would  apply.  Lean  years  are  always 
thought  of,  but  many  people  do  not  stop  to  think  about  such 
other  things  as  I  have  mentioned,  until  one  of  them  occurs. 

O.  You  think,  then,  that  there  ought  to  be  a  margin 
above  the  8%  ? 

A.  I  think  it  would  be  necessary,  in  order  to  assure  the 
financing  of  the  company. 

O.  That  surplus  to  be  under  the  watchful  eye  of  the 
commission  ? 

A.  It  would  be,  in  all  the  States  I  know  of  that  have 
commissions. 

O.  And  should  or  should  not  be  distributed  to  the  owners 
over  and  above  the  8%  ? 

A.  That  would  be  under  the  control  of  the  commission. 
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By  Commissioner  Johnson  : — 

Q.  What  use  of  surplus  would  be  made  by  a  company 
like  The  Bell  Telephone  Company  of  Pennsylvania?  What 
would  they  do  with  their  surplus?  Suppose  they  had  $3,000- 
000  of  surplus;  what  would  they  do  with  it? 

A.  That,  of  course,  would  be  a  matter  for  the  Board 
of  Directors.  If  I  were  on  the  Board  of  Directors  of  the 
Company,  in  a  matter  of  that  kind,  I  should  individually  con- 
sider that  the  best  possible  use  they  could  make  of  their  sur- 
plus would  be  to  put  it  into  producing  property,  which,  in  case 
of  necessity,  could  have  securities  issued  upon  it,  with  the 
Commission's  approval,  because  they  could  in  that  way  get 
a  better  rate  of  return  than  they  could  if  they  put  it  in  a 
savings  bank,  or  a  bank,  at  a  low  rate  of  interest. 

O.  In  other  words,   re-invest_  it  in  their  own  property? 

A.  In  their  own  property,  with  the  idea  that,  if  cash 
were  needed  at  any  time — I  am  simply  speaking  as  an  indi- 
vidual— that  that  would  be  the  best  thing  that  could  be  done, 
for  both  the  public  and  the  stockholders, 

O.  What  would  be  the  difference,  then,  between  the  sur- 
plus and  the  depreciation  reserve? 

A.  They  would  each  be  there  for  a  specific  purpose.  The 
depreciation  reserve  is  a  reserve  for  a  particular  purpose,  and 
it  would  not  be  proper,  in  my  opinion,  in  case  of  any  of  the 
accidents  happening  which  I  have  referred  to,  to  pay  a  divi- 
dend out  of  depreciation  reserve.  I  mean  to  say,  as  a  director 
of  the  Company  I  should  not  be  willing  to  pay  a  dividend 
out  of  depreciation  reserve ;  not  without  first  going  on  record 
with  the  fact  that  there  was  more  depreciation  reserve  than 
the  Company  needed. 

By  Mr.   AIarye:— 

Q.  You  think  depreciation,  then,  comes  before  dividends? 
A.  Oh,  it  must. 

Bv  Commissioner  Johnson: — 

Q.  Your   idea   of   a   surplus   is   not   a  liquid   asset? 

A.  Not  necessarily  a  liquid  asset.  Of  course,  any  large 
company  must  carry  sufficient  cash  to  protect  itself  at  all 
times,  but  my  own  feeling  is  that  these  public  utilities,  whose 
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money  of  necessity  costs  them  a  high  rate,  cannot  do  better 
with  anv  reserves  they  are  carrying,  or  a  portion  of  them, 
tlian  to  ])iil  them  into  property,  their  own  property,  on  wliich 
no  secnrities  shonld  be  issued,  always  with  the  feehng^  or  ex- 
]-)ectation  that,  in  case  money  were  needed,  the  Commission , 
would  allow  securities  to  be  issued  and  sold  on  that  ])roperty. 
That  is  merely  my  personal  opinion. 

Q.  Would  this  surplus  be  in  the  form  of  property  desig- 
nated as  surplus,  that  would  be  separate  from  other  forms 
of   property? 

A.  It  would  be  on  the  books  as  surplus.  ( )f  course,  you 
could  not  go  and  count  particular  poles,  which  would  show 
so  many  dollars  had  been  put  in  the  property,  on  which  no 
securities  had  been  issued,  and  which  were  carried  on  the 
Company's  books  as  surplus.  I  am  not  an  accountant  and 
I  do  not  think  I  could  follow  out  the  exact  method  of  doing 
that. 

O.  It  is  a  little  difficult  sometimes,  if  things  are  not 
labeled,  to  differentiate  them,  and  when  one  comes  to  deter- 
mine the  property  of  a  somewhat  complicated  business,  one 
may  be  confronted  with  an  investment,  so  called,  with  sur- 
plus, with  earnings  put  back  into  the  property  and  various 
other  items,   and  there  is  a  possibility  of   duplication. 

A.  I  should  expect,  sir,  that,  under  proper  commission 
regulation  and  honest  methods  of  accounting,  properly  car- 
ried out,  that  that  matter  could  be  met,  and  safely  met.  x\s 
I  say.  I  am  not  an  accountant,  and  I  would  not  like  to  have 
to  write  the  prescription  myself,  but  I  should  think  it  could 
be  done. 

r.v   ^Ir.   Marye:— 

O.  It  will  have  to  be  done  from  now  on,  under  regu- 
lation ? 

A.  I  understand  it  is  being  done  in  places  and  it  can 
be  done,  only  I  do  not  know  how  to  do  it  myself. 

The  Chairman  (Commissioner  AA^allace)  :  The  question 
of  surplus  in  a  public  utility  is  like  it  is  in  a  national  bank, 
or  any  other  thing.  It  is  partly  in  cash,  partly  in  building: 
in  a  national  bank  it  is  investments,  loans,  furniture  and  fix- 
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tures,  vaults  and  so  on;  but  there  is  no  possible  way  of  dif- 
ferentiating the  surplus  account  from  the  capital  account,  or 
the  money  that  is  invested  with  other  people,  in  the  assets 
of  the  institution. 

AIr.  Marve:    Exactly. 

The  Chairman  (Commissioner  Wallace)  :  It  is  all  one 
fund,  so  far  as  anybody  can  say.  There  is  no  cash  surplus 
any  place.  It  is  in  the  business,  and,  instead  of  dividing  it 
among  your  stockholders,  you  keep  it  for  the  use  of  the 
business.  In  other  words,  the  stockholders  are  lending  their 
money  for  the  use  and  beneht  of  the  business  and  the  security. 

Commissioner  Johnson  :  Mr.  Porter  spoke  of  a  sur- 
plus as  something  vou  could  put  your  hands  on  when  the 
California  earthquake  came  again. 

The  Witness:  I  think  that,  under  a  proper  form  of 
accotmting,  there  would  be  such  a  surplus  there,  that  couhl 
be  readily  identitied.  I  do  not  mean  a  particular  piece  of 
property,  but  a  certain  number  of  dollars,  which  would  be 
a  fair  basis  for  the  issuance  of  securities. 

By  Mr.  Swayze  : — 

O.  On  the  same  principle  that  a  Ijank,  when  it  has  losses, 
will  charge  them  up  to  undivided  profit  or  surplus  account!^ 

A.  Yes. 

By  The  Chairman  (Commissioner  Wallace)  : — 

O.  But  if  you  had  a  million  do'lars  of  capital  and  a  mil- 
lion dollars  of  surplus,  all  invested  in  the  jdant,  and  you  had 
an  accident  such  as  the  California  earthquake,  what  would 
you  charge  it  to?  You  could  not  charge  it  to  surplus,  be- 
cause surplus  and  capital  are  melted  together  and  they  are 
both  gone. 

A.  In  Ohio  I  understand  the  Commission  has  allowed  the 
companies,  who  were  hard  hit  by  the  Da\ton  flood,  to  capi- 
talize the  cost  of  their  rehabilitation. 

By    Mr.   Marye  : — 

O.  And  issue  securities? 

A.  And  issue  securities  thereon. 

AIr.  Swayze:   If  they  had  wiped  out  principal  and  interest 
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l)oth  in  a  catastro[)he  of  that  kind,  I  should  say  they  were 
ready  for  a  receiver.  I  do  not  think  their  having  a  surplus 
would  liel])  them  in  such  an  emergency. 

'I"i[ii  C'liAiRMA.v  (Commissioner  Wallace)  :  I  have  never 
knciwn  a  surplus  account  to  be  invested  in  outside  securities, 
or  carried  separately  from  the  Uusiness  of  the  company. 

The  Witness:  1  have  known  one  company  that  did  that, 
of  which  I  was  a  director,  and  I  felt  it  vv^as  very  unwise  and 
very  unsatisfactory. 

Mr.  Marve  :  It  would  seem  to  indicate  that,  if  the  busi- 
ness was  worth  conducting  at  all,  all  the  money  available 
would  be  better  ])ut  in  the  business  than  elsewhere,  otherwise 
there  would  1)e  no  justification  for  the  Ixisiness. 

By  Commissioner  Pennvpacker: — 

O-  Why  did  you  think  it  was  unwise,  in  the  case  you 
mentioned  ? 

A.  Because  we  could  not  get  as  good  a  rate  of  return 
on  securities  that  we  bought  as  we  could  get  on  what  we  in- 
vested in  our  own  electric  light  and  power  plant,  and  we 
were  able  to  look  after  our  own  investment  in  our  own  elec- 
tric light  and  power  plant,  and  w^e  knew  it  was  being  prop- 
erly managed  and  taken  care  of,  whereas,  when  we  bought 
securities  in  another  concern,  we  were  having  to  pay  all  the 
costs  thereof  and  have  somebody  else  manage  it,  and  I  felt 
the  wisest  thing  for  those  directors  was  to  have  the  prop- 
erty under  their  own  direction.  It  was  the  best  thing  for 
the  stockholders,  and  they  got  a  better  return  on  it. 

O.  You  took  the  risks  of  making  more  money  on  it,  I 
can  understand  that,  but  then  you  subjected  your  surplus  fund 
to  the  contingencies  of  the  business? 

A.  Yes,  sir.  That  is  what  a  man  who  invests  in  a  public 
utility  has  to  do.  He  has  to  subject  his  monev  to  the  con- 
tingencies of  the  business. 

By  Commissioner  Johnson: — 

O.  Then  the  surplus  merely  becomes  invested  capital;  it 
is  not  surplus  in  the  ordinary  sense  of  the  term? 

A.  In  my  view,  if  the  books  are  properly  kept,  it  can  be 
found  how  much  of  that  money  has  been  put  in  on  which 
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no  new  capital  has  been  issued,  and  it  ought  always  to  be 
possible  to  get  new  capital  and  to  have  new  securities  author- 
ized on  that,  if  that  money  has  been  honestly  put  in,  and  the 
stockholders  have  deprived  themselves  of  earnings  that  would 
otherwise  have  come  to  them.  I  think  it  is  to  the  interest 
of  the  public,  just  as  much  as  of  the  stockholders,  to  have 
that  so,  because  the  public  has  got  to  pay  at  least  S%  on 
the  new  money. 

Q.  The  Pennsylvania  Railroad  has  put  $270,000,000  of 
earnings  into  its  property  in  the  last  eleven  years.  Is  that 
surplus  ? 

Commissioner  Pennypacker:    Yes,  on  that  theory. 
By  Commissioner  Johnson  : — 

Q.  Should  they  have  on  their  books  $2/0,000,000  of  sur- 
plus? 

A.  If  that  money  could  have  been  distributed  to  the 
stockholders — 

Q.  The  books  show  that  they  .earned  about  double 
their  dividends. 

A.  I  think  that  is  an  earning  that  the  stockholders  are 
entitled  to  in  one  way  or  another,  unless  it  is  against  the 
rules  of  the  Commission. 

Q.  I  mean,  would  you  call  that  a  surplus? 

A.  I  should,  yes,  sir.  I  am  not  an  accountant,  how- 
ever, and  I  did  not  qualify  as  an  accountant,  and  I  do  not 
want  to  testify  as  an  accountant,  because  I  would  probably 
testify  wrongly. 

Q.  I  do  not  wish  to  embarrass  you  in  any  way. 

A.  I  frankly  speak  of  my  ignorance.  I  have  no  feeling 
about  it  at  all.  I  am  not  competent  to  deal  with  accounting 
matters. 

By  Mr.  Marye: — 

O.  In  your  conception,  that  is  surplus? 

A.  It  would  be  what  I  should  understand  by  surplus. 
Perhaps  it  would  not  be  a  bookkeeping  surplus,  and  I  would 
be  wrong. 

Q.  You  were  giving  us  the  benefit  of  your  views  as  to 
the  return  as  of  the  present  day,  as  I  understand  it,  under 
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])re>cnt  conditions,  amoni;  which  is  regulation,  and,  we  will 
assume,  intelligent,  fair  and  broad  regulation.  Do  you  rec- 
ollect when  the  telephone  was  invented,  approximately? 

A.  I  do  not. 

Q.  About  1874.  I  think,  or  1875.  was  the  second  patent, 
and  it  got  into  operation  in  this  State  about  1878.  In  your 
opinion  what  is  a  fair  return  to-day,  to  wit,  8%,  would  or 
would  not  have  been  a  fair  return  in  the  early  years  of 
telephony  in  this  State? 

A.  What  is  a  fair  return  to-day  w^ould  be  a  very  unfair 
return  then,  and,  when  I  use  the  word  unfair,  I  mean  the 
public  would  not  have  put  the  money  up  to  enable  the  de- 
velopment to  be  made  at  the  same  rate. 

O.  If  the  return  had  been  limited  to  8%  in  the  early 
years,  in  your  opinion  could  the  money  for  the  business  have 
been  secured? 

A.  No,  sir. 

Q.  That  is.  for  the  first  ten  years  of  the  business? 

A.  For   the   first   period,    I    should   think. 

O.  The  first  period  of  the  business? 

A.  Yes ;  I  should  think  ten  years,  practically,  to  the  mid- 
dle 80"s  from  the  middle  70's. 

O.  The  return  should  have  been  considerably  more  than 
that? 

A.  A   great  deal  more. 

O.  And  how  about  the  next  succeeding  decade? 

A.  The  rate  which  it  would  be  necessary  to  have  pros- 
pective investors  expect  to  get  could  have  been  very  .much 
reduced. 

O.  If  it  had  been  limited  by  a  commission,  or  by  the  law, 
or  by  what  not,  to  8%  in  the  early  90's,  say,  do  you  think 
that  the  money  could  have  been  secured  for  the  telephone 
institution  in  this  State? 

A.  There  was  a  period  in  the  90's— I  do  not  recall 
whether  it  was  the  early  or  late  90's— when  money  could  be 
borrowed  very  cheaply,  and,  if  it  w^as  the  early  90's,  at  that 
tmie  it  probably  could  have  been  secured  at  8%,  because  that 
was   a   good   deal   higher   than   the   average   rate  of    return. 
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There  was  a  period,  as  I  recall,  of  a  few  years  when  money 
was   extraordinarily  cheap. 

O.  In  this  whole  matter  of  a  return,  do  yon  think  it 
possible,  with  the  present  light  before  us,  to  go  back  into 
the  early  years,  to  turn  ourselves  and  look  back  into  the  in- 
fancy of  any  public  utility,  and  fix  wdiat  would  have  been 
a  fair  return  in  those  days? 

A.  It  is  a  matter  of  estimation  and  opinion.  Xo  accu- 
rate statement  of   it  could  by  any  possibilitv  be  made. 

O.  \\'ould  you  have  felt  that  10%,  assumed  in  the  first 
ten  years,  would  have  been  unreasonable  as  against  the  public? 

A.  During  the  first  few  years,  unless  the  investors  in 
the  Bell  stock  had  expected  to  get  a  great  deal  more  than 
that,  they  would  have  put  nothing  in  the  stock. 

Q.  Do  you  think  an  assumption  of  9%  for  the  next 
decade  would  have  been  an  unreasonable  assumption? 

A.  Xo,  sir. 

O.  An  estimate  based  on  10%  for  the  first  ten  years, 
9%  for  the  next  ten  years  and  8%  for  the  last  ten  years 
would  not  have  been  unreasonable,  in  your  opinion? 

A.  Xo,  sir.  Of  course,  I  was  not  in  business  during  the 
first  ten-year  period,  and  I  can  know  only  historically. 

Bv  Commissioner  Johnsox  : — 

Q.  If  it  should  be  shown  that  the  Bell  Telephone  Com- 
pany during  the  first  ten  years  cleared  8%,  would  you  con- 
sider that  there  was  a  2%  deficit  per  annum  for  that  decade? 

A.  I  know  that  the  people  who  put  their  money  in 
originally  expected  to  get  a  great  deal  more  than  that. 

O.  If  it  be  assumed  that  they  actually  got  8%,  ought 
they  to  be  now  considered  to  have  been  2%   short? 

A.  I  think  so,  sir,  yes,  sir,  because  the  risk  was  con- 
sidered to  be  enormous.  The  people  who  put  their  money 
into  the  original  Bell  Telephone  Company  were  considered 
to  be  wild  speculators.     I  know  that  of  my  own  knowledge. 

O.  They  were  mistaken,  as  events  proved? 

A.  Yes,  but  then  they  took  what  was  supposed  to  be  a 
very    great    risk.      They    took    what    was    supposed    to    be    a 
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risk  that  people  of  sound  business  judgment  should  not  take, 
the  people  who  originally  put  money  in  the  telephone  business. 

By  Commissioner  Pennvpacker: — 

Q.  Still,  it  does  not  depend  on  what  other  people  think. 
Really  were  they  taking  such  a  great  risk? 

A.  Not  in  the  light  of  experience.  If  a  man  buys  stock 
in  a  mine  and  it  turns  out  wonderfully,  he  has  not  taken  any 
risk,  perhaps,  but,  as  a  matter  of  fact,  we  know  that  many 
mines  have  gone  wrong,  and.  therefore  he  did  take  a  risk. 
You  have  got  to  consider  it  in  the  light  of  the  averages.  The 
inventions  that  people  put  their  money  into  went  wrong,  most 
of  them. 

Q.  I  hardly  think  a  mine  is  a  parallel  case,  because,  be- 
fore a  man  opens  up  a  mine,  he  does  not  know  what  is 
underneath,  but  these  gentlemen  may  have  seen  pretty  clearly 
what  the  outcome  of  the  Bell  investment  was  to  be. 

A.  I  differ  with  you,  sir,  and  I  speak  of  knowledge. 
My  father  intended  to  invest  money  in  the  Bell  Telephone 
Company  and,  on  sober  second  thought,  changed  his  mind, 
because  his  friends  all  told  him  what  a  fool  he  was. 

Q.  That  shows   your    father  did  not  know,   that   is   all. 

A.  Certainly.  I  am  very  sorry  he  did  not.  It  has  been 
a  great  regret  to  me  ever  since. 

BV    COMMISSIOXER    JOHNSON  : 

O.  We  are  looking  back,  not  ahead. 

A.  Oh,  of  course. 

O.  If  you  look  back  at  something  it  may  look  like  8% 
and  if  you  look  forward  it  may  look  like  10%  ? 

A.  Of  course,  after  a  thing  has  happened,  it  is  always 
very  easy  to  predict  exactly. 

By  ]\Ir.  French: — 

O.  Based  on  the  fact  of  the  2%  deficit.— if  the  Bell  Tele- 
phone stockholders  only  got  S^o  when  they  should  have 
gotten  10,  you  say  there  was  a  2%  deficit.     If  they  had  gone 
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into  the  enterprise  and  expected  to  get  15%.  there  would 
have  been  a  7%  deficit,  would  there? 

A.  There  would  have. 

O.  You  only  base  it  on  what  they  expected  to  have  got- 
ten, and,  if  they  did  not  get  it,  you  think  the  State  or  the 
public  should  make  it  up? 

A.  No,  sir.  I  think  that  the  gentlemen  who  went  into 
the  Telephone  Company  originally  expected  that  they  might 
get  15%  or  more,  but  what  I  intended  to  imply  in  my  tes- 
timony was  that  I  thought  a  reasonable  return  during  that 
earlier  period  would  have  been  10%.  They  may  have  ex- 
pected to  get  a  great  deal  more.  Of  course,  generally  people 
who  bu}-  securities  in  new  enterprises  expect  that  many  happy 
things  may  happen  to  them. 

O.  A  great  many  speculative  enterprises  are  gone  into, 
though,  which  turn  out  failures,  and  there  is  a  deficit,  but 
no  one  makes  it  up  ? 

A.  It  is  made  uj)  on  an  average  by  those  that  turn  out 
well,  or  we  would  all  be  bankrupt. 

O.  In  speaking  of  the  8%  return,  that  you  think  is  a 
fair  return  for  the  Telephone  Company's  properties  in  the 
State  of  Pennsylvania,  }ou  are  basing  that  opinion  on  your 
general  knowledge  of  public  utility  companies  from  a  pro- 
moter's standpoint,  are  you  not? 

A.  I  am  speaking  as  an  official  and  as  a  promoter  and 
as  an  owner. 

Q.  Have  you  any  jjarticular  knowledge  of  telephone 
companies  in  other  parts  of  the  country,  their  rates  of  return? 

A.  No,  sir. 

O.  If  you  should  be  told  that,  in  other  parts  of  the  coun- 
try, telephone  companies  have  been  limited  to  6^^%  or  7%, 
and  investors  were  still  investing  new  capital  in  the  enter- 
prise, would  that  afifect  your  opinion  at  all? 

A.  I  should  be  very  much  surprised  if  any  large  sums 
had  gone  in  under  those  circumstances. 

O.  In  other  words,  if  the  public  is  actually  willing  to 
invest  their  money  at  a  lower  rate  than  8%,  then  that  lower 
rate  >vould,  you  consider,  be  proper? 
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A.  Oh,  ves,  if  money  can  be  raised  at  a  lower  rate  than 
8%,  certainly. 

Q.  The  only  reason  you  say  8%  is  proper  is  because 
vou  do  not  believe  money  can  be  raised  by  The  Bell  Tele- 
phone Company  of  Pennsylvania  at  any  lower  rate  of  inter- 
est?    That  is  the  basis  for  your  8%,  for  your  opinion? 

A.  Yes,  sir. 
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Russell  Robp..  having"  been  duly  sworn,  was  examined 
as  follows : 

Bv   Mr.   ^Iarve:— 

Q.   Please  give  yonr  name,  residence  and  occupation. 

A.  Russell  Robb,  Concord,  jMassachusetts ;  a  partner  in 
the  hrm  of  Stone  &  \\'ebster. 

Q.  How  long-  have  you  been  connected  with  the  hrm  of 
Stone  &  Webster? 

A.  Since  1891. 

O.  ^^'here  were  you  educated? 

A.  At  the  Massachusetts   Institute  of   Technology. 

Q.  And   immediately   succeeding  graduation? 

A.  I  went  to  Lynn  and  went  into  the  electric  works  there 
for  two  or  three  years,  in  the  shops,  and  went  from  there 
with  Stone  &  W^ebster. 

O.  How   long  have  you  been   a   partner? 

A.  I  have  been  a  partner  about  10  years — 9  years,  I 
think. 

O.  In  what  business  is  the  firm  of  Stone  &  Webster  en- 
gaged ? 

A.  Stone  &  Webster's  business  is  that  of  developing  pulj- 
lic  utilities,  finding  opportunities,  or  purchasing  an  existing 
property  which  they  can  develop ;  developing  that  property 
and  then  managing  it  and  financing  it  and  selling  the  securi- 
ties for  it. 

Q.  Does  your  firm  purchase  securities  itself  ? 

A.  Yes,  and  we  have  some  ownership  in  the  dift'erent 
properties  we  manage. 

O.  Does  your  firm  do  engineering  work  for  utilities  that 
you  do  not  own  ? 

A.  Yes,  about  half  of  its  work  is  for  other  clients  than 
the  companies  we  manage. 

O.  Throughout  what  territory  is  your  firm  operating? 

A.  All  through  the  United  States,  on  the  Pacific  Coast, 
in  Massachusetts,  in  the  Southeastern  States,  in  the  Southern 
States,  and  in  the  Middle  West — all  over  the  country. 

O.  Could  you  state  a  few  of  the  utilities  with  which  your 
firm  has  been  connected  as  owners,   for  example? 
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A.  We  have  not  owned  any  of  them  whoHy,  but  we  have 
been  interested  in  them  and  managed  them.  We  manage  now 
in  Massachusetts  the  Blue  Hill  Street  Railway,  Brockton- 
Plymouth  Street  Railway,  Fall  River  Gas  Works  Company, 
Brockton  Edison  Company,  Lowell  Electric  Light  Corpora- 
tion; Cape  Breton  Electric  Company,  in  Cape  Breton,  Nova 
Scotia;  the  Savannah  Electric  Company,  Jacksonville  Elec- 
tric Company,  Tampa  Electric  Company,  Columbus  Electric 
Company — 

O.  Columbus  where? 

A.  Columbus,  Georgia;  Key  West  Electric  Company; 
Houston,  Texas,  Railway;  Galveston,  Texas;  Galveston- 
Houston  Interurban;  Dallas  Electric  Company,  Northern 
Texas  Electric  Company,  El  Paso  Electric  Company,  Mis- 
sissippi River  Power  Company,  Puget  Sound  Traction,  Light 
&  Power  Company. 

Q.  That  w411  be  enough.  You  are  interested  in  those 
at  present? 

A.  We  are  interested  in  those  at  present. 

Q.  You  have  also  closed  out  your  financial  interest  in 
other  companies  which  you  have  operated? 

A.  Some  companies  we  have  been  interested  in  have  been 
sold  to  other  people. 

Q.  Is  your  firm  consulted,  in  an  advisory  capacity,  in 
connection  with  public  utilities  in  which  you  never  owne<'l 
any  securities? 

A.  Yes,  we  have  examined  a  great  man\-  utilities  for 
bankers  who  wished  to  place  securities,  and  sometimes  for  the 
owners,  wdio  wished  to  find  out  about  the  operating  conditions. 

O.  Has  your  firm  ever  represented  any  regulatory  com- 
mission in  an  advisory  capacity? 

A.  \\'e  have  acted  for  the  ^Massachusetts  Commissions  at 
times. 

O.  Any  others,  do  you  recall? 

A.  Some  of  the  older  railroad  commissions.  We  did 
for  the  old  Pennsylvania  Railroad  Commission,  I  think,  in 
connection  with  the  Pittsburgh  properties  here  several  years 
ago,  and  we  have  for  some  other  commissions.  I  am  ver;. 
sure. 
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Q.  Stone  &  \\'ebster  you  say  is  a  firm? 

A.  It  is  a  firm. 

O.  A  partnership  ? 

A.  A  partnership. 

Q.  Are  its  activities  distributed  into  subsidiary  partner- 
ships, or  subsidiary  corporations? 

A.  It  started  as  an  engineering  firm  originally.  Then, 
as  we  were  asked  to  examine  properties  for  bankers,  and  we 
began  to  find  out  something  about  the  operations  of  utility 
companies,  we  became  interested  in  the  management  of  them, 
and  also  in  financing;  raising  money  for  them.  As  the  busi- 
ness grew,  it  seemed,  as  a  matter  of  organization,  better  to 
separate  out  the  engineering  and  the  construction  end  into 
a  corporation,  wholly  for  organization  purposes.  Of  course, 
the  firm  owns  all  of  the  stock  of  that  engineering  corpora- 
tion. The  same  thing  was  done  with  the  Management  Asso- 
ciation, which  manages  all  of  the  properties  that  we  are  in- 
terested in,  and  that  is  set  off  as  a  separate  corporation. 

By  Commissioner  Johnson: — 

Q.  Will  you  please  explain  what  you  mean  by  man- 
aging the  company?  You  certainly  do  not  take  the  place 
of  the  Board  of  Directors,  do  you? 

A.  No,  not  at  all.  Each  company  that  we  manage 
stands  on  its  own  feet,  as  a  separate  company.  It  is  not  a 
holding  arrangement  in  any  sense.  Each  one  stands  on  its 
own  feet.  The  Management  Association  acts  exactly  as  a  gen- 
eral manager  and  the  companies  have  their  own  Boards  of 
Directors,  and  their  own  ofiicers,  and  each  of  these  companies 
has  its  own  banks  and  its  own  bank  accounts,  separate  entirely 
from  the  others. 

By  Mr.  Mar  ye  : — 

O.  And  separate  from  that  of  Stone  &  Webster? 

A.  Yes,  separate  from  that  of  Stone  &  Webster,  and  a 
managed  company  is  run  just  like  any  other  company,  except 
that  this  Management  Association  takes  the  place  of  the  ordi- 
nary general  manager,  and  they  undertake  to  do  things  in  a 
rather  broader  way,  perhaps,  than  the  ordinary  general  mana- 
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ger  would.  That  is,  they  advise  the  directors  on  financial 
matters  and  present  everything  to  the  directors  rather  more 
fully,  1  think,  than  the  "cneral  manager  would  ordinarily  do. 

BV    COMMIS.SIOXER    JOHNSOX  : 

Q.  Do  you  select  the  operating  officials  for  the  company? 

A.  Yes.  There  is  a  local  manager  in  all  of  these  cases, 
who  would  naturally  select  a  large  numher  of  the  local  men. 

0.  And  the  local  manager  reports  to  you  and  not  to  the 
JJoard  of  Directors? 

A.  He  reports  to  us,  yes. 

By  Mr.  Marye:— 

O.  Is  that  also  true  of  the  Engineering  Corporation? 

A.  The  Engineering  Corporation  does  engineering  and 
construction  work  for  anyone  who  wants  it  done. 

Q.  Does  it  act  in  an  advisory  capacity  to  the  companies 
which  you  operate? 

A.  It  does  act  in  an  advisory  capacity  to  the  Manage- 
ment Association,  on  any  engineering  matters. 

0.  Do  general  managers  of  operating  corporations 
usually  report  directly  to  the  Board  of  Directors? 

A.  They  would  report,  perhaps,  to  a  president,  who  rc- 
jjorted  to  a  Board  of  Directors ;  but,  in  the  case  of  the  Man- 
agement Association,  wdiile  there  is  a  president,  he  is  ordi- 
narily one  of  the  officers  of  the  Management  Association, 
so  that  the  Management  Association  rather  combines  the  office 
of  president  in  that  sense,  although  he  is  responsible  for  the 
personal  acts  that  he  does  as  president ;  naturally,  as  any 
president  would  be. 

By  Commissioner  Johnson  : — 

O.  What  I  cannot  understand,  oithand,  is  why  a  Board 
of  Directors  should  turn  the  management  of  a  company  over 
to  an  outside  concern? 

A.  Oh,  it  is  no  more  outside  than  a  person  who  acted 
as  general  manager  would  be.  They  have  just  the  same 
authority  over  that  company  that  they  would  have  if  that 
were  a  person  and  not  a  corporation. 
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O.  You  are  subject  to  the  regulation  of  the  responsible 
Jirectors  of  the  company? 

A.  Oh,  entirely  so,  and  I  think  that  probably  in  those 
companies  rather  more  things  are  put  up  to  the  directors, 
and  put  up  rather  more  fully,  than  they  are  ordinarily,  be- 
cause it  can  all  be  systematized,  and  there  is  a  regular  rou- 
tine for  everything  to  go  through  and  go  up  to  the  directors, 
so  that  there  is,  perhaps,  less  likelihood  of  things  being  left 
out  than  where  you  depend  upon  the  differing  personalities 
of  different  general  managers. 

By  Mr.  :\Iarye  :— 

Q.  In  other  words,  you  do  not  take  away  from  a  director 
the  true  functions  of  a  director? 

A.  None  at  all. 

0.  In  fact,  you  put  things  u])  rather  sharply  to  your 
directors  ? 

A.  We  feel  that  we  put  the  director  in  a  better  position 
to  know  everything  about  that  company  than  he  ordinarily 
is  in. 

By  Commissioner  Brecht  : — 

Q.  Is  the  managing  corporation,  or  Board,  selected  by 
the  directors  of  the  respective  companies? 

A.  The  Management  Association  is  selected  by  the  Direc- 
tors. They  may.  of  course,  at  any  time  say  that  they  prefer 
to  have  a  person  for  a  general  manager,  rather  than  the 
Management  Association. 

By  Mr.  Marye:— 

O.  And  the  Alanagement  Association  is  known  as  the 
Stone  &  ^^'ebster  Management  Association? 

A.  The  Stone  &  Webster  !\Ianagement  Association. 

Q.  And  the  engineering  association  is  known  as  the — ? 

A.  The  Stone  &  Webster  Engineering  Corporation. 

O.  And  those  two  subsidiary  corporations  are  owned  by 
the  firm  of  Stone  &  A\'ebster? 

A.  Owned  by  the  firm  of  Stone  &  \\'eb5ter. 

Q.  Of  which  you  are  a  member? 

A.  Of  which  I  am  a  partner,  yes. 
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By  Commissioner  Johnson: — 

Q.  Are  you  the  minority  owners  of  these  properties  that 
you  are  managing?  Are  Stone  &  Webster  minority  or  ma- 
jority owners? 

A.  Ahnost  in  every  case  they  are  minority  owners.  In 
some  cases  they  have  a  very  small  ownership.  Of  course, 
with  a  new  property  ^^'hich  we  may  have  bought  and  put  in 
most  of  the  money,  we  may  be  majority  owners  at  that  time. 

By  Mr.  Marye:— 

O.  In  your  method  of  handling  and  developing  operating 
properties,  do  you  have  to  market  the  securities  of  the  vari- 
ous operating"  companies? 

A.  \\'e  have  to  negotiate  for  the  sale  of  a  great  many 
securities. 

Q.  The  firm  of  Stone  &  Webster,  therefore,  for  a  good 
number  of  years,  has  been  in  the  market  for  money? 

A.  Yes,  we  have  negotiated  the  sales  of  many  tens  of 
millions  of  securities  for  those  companies. 

O.  Have  you  any  objection  to  stating  whether  or  not 
the  Stone  &  Webster  Management  Association,  to  which  you 
refer,  is  remunerated  for  its  services  in  managing  these  oper- 
ating companies? 

A.  It  is.  It  is  paid  a  salary,  as  a  general  manager  would 
be,  and  that  salary  is  always  put  up  to  any  outside  directors 
that  there  may  be  in  that  company,  and  the  basis  of  that  salary 
is  the  same  in  all  of  the  companies ;  so  that  it  has  happened 
that  the  arrangement  has  been  put  up  to  the  outside  directors  in 
some  forty  companies  and  all  have  agreed  to  it,  so  that,  if  there 
were  anything  radically  wrong  in  the  arrangement,  we  felt 
it  must  appear  in  some  one  of  those  companies. 

O.  Have  you  any  objection  to  stating  the  basis? 

A.  The  basis  is  a  nominal  salary  for  any  size  company, 
and  an  additional  amount  in  proportion  to  the  gross  earn- 
ings of  the  company. 

O.  There  is  involved  a  percentage  of  the  gross  earn- 
ings of  the  operating  company? 

A.  There  is  involved  a  percentage  of  the  gross  earn- 
ings of  the  company. 
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Q.  That  is  in  the  nature  of  an  overhead  charge  for  the 
services  that  the  Management  Association  renders  to  these 
operating"  companies  ? 

A.  Yes. 

Q.  Is  it  yonr  theory  and  belief,  that  you  have  evolved 
from  \"our  wide  experience,  that  that  method  of  rendering 
service  .to  operating  utilities,  and  that  method  of  being  re- 
munerated therefor,  is  of  benefit  to  the  operating  companies, 
and  more  economical,  therefore,  for  the  operating  companies, 
than  if  they  attempted  themselves  to  provide  for  a  general 
manager,  or  engineering  advice? 

A.  We  believe  it  is  better,  of  course,  or  we  should  not 
do  it. 

O.  That  is  the  result  of  your  experience? 

A.  That  seems  to  have  been  borne  out  by  the  fact  that 
we  have  many  applications  from  others  who  are  interested 
in  companies,  asking  us  to  manage  them  in  that  way,  which 
we  refuse  to  do,  because  we  do  not  think  there  is  enough 
money  in  it  to  warrant  taking  that  responsibility,  unless  we 
also  have  a  financial  interest  in  the  companies. 

O.  Your  remuneration,  therefore,  for  the  services  you 
render  in  the  way  of  administration  advice,  and  also  engi- 
neering advice,  is  smaller  than  you  would  be  willing  to  take, 
unless  you  were  financially  interested  in  the  operating  com- 
panies? 

A.  That  is  true,  and  one  company  that  we  have  no  inter- 
est in  whatever  we  have  another  arrangement  with,  where 
the  salary  or  remuneration  is  somewhat  higher — considerably 
higher. 

O.  And  that  is  the  result  of  your  business  experience? 

A.  Yes. 

O.  And  close  study  of  operating  utilities? 

A.  Yes. 

O.  Do  you  think  also  that  the  operating  company  gets  a 
higher  grade  of  advice  and  assistance  than  it  itself  could 
provide,  even  by  spending  very  much  more? 

A.  We  feel  that  it  does,  because,  with  an  organization  of 
this  sort,  you  can  pick  out  just  as  good  men  as  you  can  find 
in  the  different  branches  of  work,  whereas,  if  each  of  these 
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companies  had  to  fuul  that  man,  it  would  be  more  diflkult. 
They  would  sometimes  p:et  a  good  one  and  sometimes  they 
would  not,  and  we  feel  that,  even  though  we  could  not  show 
that  it  was  cheaper  for  a  company  to  do  it — in  its  oper- 
ating expense  it  w'ould  not  show  that  it  was  cheaper — we 
feel  that,  in  the  end,  it  is  cheaper.  There  is  no  risk  on  their 
part  of  putting  in  a  man  who  proves  to  be  a  failure  and  the 
company  getting  away  down  in  the  dumps  before  they  dis- 
cover that  he  is  not  good.  We  have  constant  watch  over 
him,  and  we  have  another  man  wlio  could  go  into  that  place 
at  once  and  take  his  position. 

Bv  ]\Ik.  Swayze: — 

O.  Is  there  an  advantage  in  this  arrangement,  by  rea- 
son of  the  management  corporation  being  able  to  collect  in- 
formation which  the  individual,  or  the  separate  companies, 
could  not  collect  for  themselves? 

A.  ^^'e  believe  there  is  a  great  advantage  in  that. 

Bv  Mr.  Marye:— 

O.  You  act  as  a  clearing  house  and  distributor  of  ex- 
perience to  each  of  these  individual  operating  companies? 

A.  Yes. 

O.  You  accumulate  that  from  all  the  operating  companies  ? 

A.  And  we  believe  also  that  it  is  a  benefit  in  the  finan- 
cing of  those  companies,  because  anyone  who  buys  any  of 
the  securities  of  any  of  those  companies  knows  that  they 
are  managed  after  a  certain  system,  and  that  they  are  all 
managed  equally  well,  so  that,  if  one  of  those  is  good,  they 
knew  that  the  others  must  be  at  least  as  carefully  managed. 

O.  Do  you  or  not  think  it  is  also  an  advantage  to  the 
consumer,  the  pul^lic? 

A.  Yes,  because  it  is  an  advantage  to  the  company. 
It  must  be,  if  it  enables  them  to  raise  the  money  any  cheaper 
or  gives  them  lietter  management. 

O.  Do  you  confine  your  own  principal  activities  to  any 
particular  feature  of  the  business  of  your  firm? 

A.  Xo  particular  feature,  unless  it  be  deciding  what  new 
enterprises  it  is  wise  to  take  up,  and  whether  it  will  pay  to 
take  them  ud  or  not. 
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Q.  You  have  had  a  great  deal  to  do  with  the  financing  of 
the  enterprises? 

A.  I  have  known  about  the  financing  of  all  and  have 
negotiated  a  considerable  amount  of  it. 

Q.  And  you  are  acquainted  with  it  thoroughly? 

A.  I  am  acquainted  with  it  thoroughly. 

O.  You  are  acquainted  with  the  financial  principles  of 
your  organization  and  also  acquainted  with  the  difficulties  of 
raising  money  ? 

A.  I  am. 

O.  Are  }'ou  in  any  way  connected  with  any  of  the  Bell 
telephone  companies  ? 

A.  In  no  way  connected  at  all.  In  times  past  we  have 
made  some  examinations  of  telephone  companies,  back  in  the 
90s. 

Q.  Have  you  lived  nearly  all  of  your  life  in  New 
England  ? 

A.  I  have  lived  there  since  I  went  to  the  Institute  of 
Technology,  in  1884. 

O.  Are  you  generally  advised  as  to  the  method  of  financ- 
ing of  the  American  Telephone  &  Telegraph  Company  ? 

A.  I  have  a  general  idea  of  it.  I  have  been  interested  in 
the  method  of  financing  and  have  watched  it  to  some  extent. 

O.  Generally  speaking,  has  that  or  not  been  through  the 
issues  of  stock,  common  stock,  or  by  splitting  up  the  securities 
into  bonds,   preferred  and  common  stock  ? 

A.  It  seems  to  have  been  bv  the  issue  of  common  stock, 
as  far  as  they  could  do  it.  The  Company  has  now,  I  believe, 
a  good  deal  more  stock  than  it  has  bonds. 

O.  And  those  bonds  are  convertible  into  stock? 

A.  Some  of  them  are  convertible.  There  are  some  that 
are  not. 

Q.  What  is  your  opinion  as  to  whether  or  not  that  is  a 
wise  method  of  financing,  through  common  stock? 

A.  It  has  always  seemed  to  me  about  the  best  financing  of 
any  of  the  utilities.  That  the  Telephone  Company's  financing 
has  been  the  best  of  any  of  the  utilities,  because  they  have 
always  been  able,  whatever  came,  if  they  could  not  sell  the 
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stock,  to  sell  bonds,  and  then  to  go  back  immediately  and  get 
their  money  by  the  sale  of  stock,  when  times  were  good. 

Q.  Do  you  think  it  a  wise  plan  for  a  public  utility  to 
attempt  to  finance  itself  exclusively  through  the  issuance  of 
bonds  ? 

A.  Most  assuredly  not. 

O.  Do  you  think  it  could  be  done? 

A.  I  do  not  think  it  could  be  done,  and  it  is  very  unwise, 
because  it  leaves  the  company  vulnerable  to  anything  that 
comes  along.  That  is  shown,  I  think,  in  the  Telephone  Com- 
pany pretty  well.  They  had  a  period  several  years  ago  when 
there  was  a  tremendous  amount  of  new  work  going  on.  Their 
stock  had  been  selling  at  perhaps  160,  something  of  that  sort, 
and  I  think  was  then  paying  only  7%.  I  think  they  raised 
the  dividend  at  that  time  to  8%,  because  they  v.-anted  to  put 
out  a  lot  of  new  stock  and  they  wanted  to  sell  it,  and  they  had 
the  earnings  besides;  but,  nevertheless,  the  stock  dropped  a 
good  deal  at  that  time,  because  they  were  going  to  raise  a 
great  deal  of  new  money  by  the  sale  of  stock. 

O.  And  that  notwithstanding  the  fact — 

A.  Notwithstanding  the  fact  that  the  rate  was  raised 
from  7%  to  8%,  and  I  think  that  those  two  things  took  place 
at  about  the  same  time. 

O.  Has  the  stock  ever  recovered  to  the  point  where  it  had 
been  prior  thereto? 

A.  I  think  it  never  has  been  so  high  as  that. 

O.  It  was  higher  as  a  7%  proposition  than  it  ever  has 
been  since  as  an  8%  ? 

A.  Yes. 

O.  And  that  you  attribute  largely  to  the  fact  that  they 
had  to  have  more  and  more  money? 

A.  They  had  to  have  more  and  more  money.  \M'ien  the 
Telephone  Company  sold  almost  all  of  its  stock  in  Alassachu- 
setts,  and  could  sell  it  in  Massachusetts,  it  stood  very  high, 
because  it  was  non-taxable  there,  and  they  could  sell  it  on 
a  very  low  basis  of  yield.  That  was  owing  to  the  fact  that 
there  was  a  good  deal  of  investment  money  in  New  England, 
the  telephone  had  started  there,  and  trustees  could  buy  that 
stock  and  have  it  non-taxable. 
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O.  Under  the  State  law? 
A.  Under  the  State  law. 

Q.  That  is  the  law  that  exempts  from  taxation  the  stock 
of  local  companies? 

'  A.  I  think  they  had  special  legislation.  They  owned  so 
much  property  in  Massachusetts,  and  it  was  made  non-taxable 
in  the  State ;  but  then  the  Telephone  Company  needed  so  much 
money,  and  sold  so  much  stock,  that  the  trustees  gradually 
got  filled  up  v.-ith  it.  They  had  all  that  they  felt  they  ought 
to  have  of  one  thing.  The  stockholders  list  was  not  very 
large,  and  they  would  go  every  year  to  those  same  stock- 
holders and  ask  them  to  subscribe  for  more  stock  and  more 
stock,  so  that,  although  it  was  paying  7%,  it  began  to  drop 
down,  and  even  when  it  was  raised  to  the  8%  rate,  it  has  not 
gone  quite  up  to  the  point  where  it  was.  The  Telephone 
Company  then  issued  convertible  bonds,  which,  to  my  mind, 
did  a  great  deal  to  help  in  further  financing  with  the  stock, 
because  those  convertible  bonds  were  sold,  probably  by 
Harris  and  others,  outside  of  Massachusetts,  and  those  people 
converted  them  gradually,  and  got  some  of  the  stock,  which 
then  gave  the  Company  a  much  larger  list  of  stockholders  to 
offer  new  stock  issues  to. 

O.  These  subscribers  to  nevr  stock,  to  whom  you  referred, 
were  offered  that  stock  at  a  price  higher  or  lower  than  the 
market  ? 

A.  Always  lower  than  the  market,  and  there  always  had 
to  be  a  considerable  dift'erence  there  in  order  to  get  people 
to  buy  it,  to  give  them  a  rate  that  would  be  desirable  to  get 
that  stock;  lower  than  the  market  showed  to  them  it  was 
worth. 

Q.  Will  you  amplify  a  little  further  your  idea  as  to  why 
it  was  wise  to  finance,  as  long  as  possible,  through  the  method 
of  common  stock  rather  than  to  put  out  a  mortgage  and  then 
preferred  stock? 

A.  It  was  shown  very  clearly  in  1907.  The  Bell  Tele- 
phone stock  dropped  below  par,  but  they  had  raised  so  much 
money  by  stock  that  they  had  very  good  credit  and  they  could 
go  out  and  sell  bonds,  and  they  sold  4%  bonds.     These  were 
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ver\-    well   secured   with   collateral,   and   they   could   get   their 
nioney  on  a  very  low  basis,  to  get  them  over  that  period. 

Q.  Can  you  illustrate  the  dangers  to  a  company  that 
finances  itself  by  constantly  increasing  the  percentage  of  mort- 
gage bonds  that  it  puts  out,  with  relation  to  the  equity  that 
is  ieft? 

A.  I  think  that  that  can  be  best  illustrated  by  consider- 
ing a  company  that  has  all  common  stock.  It  is  absolutely 
secure  from  bankruptcy,  because,  no  matter  what  happens  to 
it,  no  creditor  can  take  it  away.  That  is,  it  sits  on  a  bottom 
which  is  simply  a  line  (Fig.  A  on  diagram  drawn  by  witness, 
marked  "Exhibit  4-R.").  Now  any  indebtedness  that  you 
l)ut  on  it,  if  you  represent  the  indebtedness  by  a  straight  hne 
up  from  this,  makes  a  triangle  (Fig.  B,  on  Exhibit  4-R).- 
That  still  .would  be  very  stable,  as  long  as  that  (indicating 
perpendicular  line)   is  very  short  compared  with  the  base. 

0.  You  mean  the  perpendicular? 

A.  The  perpendicular,  which  would  represent  the  indebt- 
edness. Supposing  the  indebtedness  becomes  five  times  as 
much  as  the  base.  You  begin  to  have  a  triangle  that  stands 
where  an  ill  wind  will  begin  to  have  some  effect  on  it  (Fig.  C 
on  Exhibit  4-R),  and,  when  you  get  it  so  that  almost  all  the 
money  is  raised  by  indebtedness,  and  you  stand  on  a  narrow 
Httle  base  here  (Fig.  D,  Exhibit  4-R),  the  least  thing  will 
blow  the  company  over. 

Bv  Commissioner  Johnson: — 

O.  Could  a  very  prosperous  company,  like  the  Bell  Tele- 
phone  Company,   sell   debentures   not   secured   by   mortgage: 

A.  Not  secured  by  mortgage,  because  they  own  the  securi- 
ties of  these  subsidiary  companies,  and  I  suppose  could  not 
give  a  mortgage  on  those  properties.  They  put  up  the  securi- 
ties of  those  subsidiary  companies  as  collateral,  under  a 
collateral  trust  indenture. 

Bv  .Mr.  ^Iarye:— 

O.  In  these  diagrams  which  you  have  drawn  on  Exhibit 
4-R.  your  first,  "A,"  being  simply  a  straight  line,  would  rep- 
resent a  company  financed  entirely  by  stock? 

A.  Yes. 
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Q.  Your  figure  "B"  would  represent  a  company — ■ 

A.  Almost  all  stock. 

Q.   In  triangle  "B"  the  base  represents  the  mortgage? 

A.  No,  the  base  would  represent  the  stock  and  the  per- 
pendicular would  represent  the  mortgage. 

O.  In  your  triangle  "C"  the  base  would  still  represent 
the  stock  and  the  perpendicular  the  mortgage? 

A.  Yes. 

O.  And  in  "D"  the  same  is  true? 

A.  The  same  is  true. 

0.  And  as  you  diminish  the  base  and  increase  the  per- 
pendicular, in  your  opinion — 

A.  You  begin  to  add  to  the  instability. 

O.  And,  as  you  graphically  describe  it,  the  slightest  wind 
will  blow  it  over? 

A.  In  one  of  our  properties  we  had  a  good  illustration 
of  that.  One  of  the  southern  companies  happened  to  be 
financed  almost  entirely  by  stock.  There  was  very  little  debt 
on  it,  and  it  was  paying  10%  dividends. 

By  Commissioner  Johnson: — 

O.  You  were  questioned  as  to  which  was  the  wiser 
financial  policy,  that  of  depending  mainly  on  stocks  or  mainly 
on  bonds.     May  it  be  determined'  by  various  conditions? 

A.  Yes. 

O.  What  would  be  true  of  one  company  would  not  be 
necessarily  true  of  another  company,  would  it  ? 

A.  Not  necessarily.  There  would  be  times  when  it  would 
be  perhaps  wiser  to  sell  some  bonds,  instead  of  selling  stocks. 
The  market  might  not  be  in  such  good  condition  for  the  sale 
of  stocks. 

O.  I  thought  twenty  years  ago  it  was  going  to  l^e  the 
policy  of  American  railroads  to  finance  largely  by  stock  issues, 
but  I  was  altogether  wrong;  the  tendency  has  been  toward 
bonds  instead  of  stocks,  and  very  strongly  so. 

A.  It  seems  to  me  the  reason  they  did  not  do  more  by 
stock,  was  because  their  return  was  getting  down  and  they 
could  not  sell  enough  stock,  with  the  return  they  were  getting, 
to  raise  all  the  money  that  was  necessary.  As  I  remember  it., 
that  was  the  trouble  with  the  Pennsylvania  Railroad.     I   re- 
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member  there  they  offered  stock  to  the  stockholders,  and  I 
think  Kuhn,  Loeb  &  Company  had  finally  to  underwrite  that, 
because  they  were  afraid  the  whole  issue  was  going  to  be  a 
failure. 

O.  It  would  have ^  been  very  much  more  expensive  for 
the  railroads  to  have  depended  more  largely  on  stocks  than 
upon  bonds,  would  it  not? 

A.  I  do  not  think  in  the  end  it  is  more  expensive.  I 
think  people  have  fooled  themselves  in  thinking  that  they  are 
raising  money  a  great  deal  cheaper,  and  that  it  is  better  for 
the  company  and  that  they  will  make  more  money,  by  rais- 
ing all  the  money  they  can  on  a  low  interest-bearing  security, 
whereas  what  they  are  doing  is  to  set  the  whole  thing  up  on 
end  there  (referring  to  Exhibit  4-R). 

O.  Your  theory  involves  a  criticism  of  the  financial  policy 
of  the  railroads,  speaking  generally? 

A.  Yes,  in  some  sense,  and  I  think  the  Boston  &  Maine 
shows  it  very  vvell.  There  is  the  Boston  &  Maine  now,  down 
in  the  dumps,  and  its  stock  worth  almost  nothing  and  just 
about  in  the  hands  of  a  receiver.  It  is  almost  all  bonds  there, 
with  a  lot  of  leases  so  that  through  debt  and  fixed  charges  their 
stock  represents  comparatively  little  of  the  value  of  that  road. 
Now  let  one  just  consider  what  would  be  the  case  if  the 
Boston  &  Maine  capitalization  had  been  all  stock,  or  if  they 
had  had  a  first  mortgage  on  all  of  that  property  and  had  had 
comparatively  few  bonds  out.  Then  suppose  these  hard  times 
that  came  to  the  railroads  would  have  struck  them.  They 
would  have  still  had  just  as  hard  times  and  they  would  have 
had  these  additional  operating  expenses  and  would  have  had 
all  this  trouble,  but  they  would  have  been  in  very  much  better 
position  to  work  through  that  time,  because  they  would  still 
earn  enough  to  pay  4%  on  the  whole  value  of  the  property, 
and  people  would  not  think  the  whole  thing  had  gone  all  to 
pieces,  and  they  would  have  had  credit  then  to  raise  the 
money  they  needed,  at  some  sort  of  a  reasonable  rate,  instead 
of  having  to  go  to  people  and  sell  notes  on  a  very  high  basis 
of  yield,  and  they  could  do  that  until  rates  and  all  difficulties 
became  adjusted  again  and  they  got  back  to  their  normal 
condition. 
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(Diagram  entitled  "Diagram  drawn  by  Witness,  Rus- 
sell Robb,  to  illustrate  Testimony"  offered  in  evidence  and 
marked  Exhibit  4-R.) 

By  Mr.  Marye  :— 

O.  Is  it  or  not  your  experience,  from  your  efforts  to  raise 
money  for  public  utility  companies,  that  there  is  an  element 
of  cost  involved,  capital  cost,  which  you  might  define  as  a 
promoter's  remuneration  ? 

A.  I  think  that  every  service  that  goes  into  creating  a 
property  must  be  paid  for  in  some  way. 

Q.  And  also  in  rehabilitating  an  existing  property? 

A.  Yes. 

O.  And  that,  you  think,  should  be  a  capital  charge? 

A.  I  think  that  might  be  a  matter  of  public  policy, 
whether  it  were  a  capital  charge  or  not,  but  it  is  a  cost  that 
is  there,  and  must  be  taken  care  of  in  some  way. 

O.  And  is  inevitably  involved  in  all  public  utilities? 

A.  Yes. 

O.  Is  it  or  not  also  your  experience  that  there  is  another 
element  of  cost,  which  we  could  define  as  the  cost  to  the  com- 
pany of  acquiring  money  ? 

A.  That  is  perhaps  much  the  same  kind  of  thing.  That 
cost  is  there  and  must  be  taken  care  of  in  some  way.  It  may 
come  in  as  an  increased  rate  of  return,  or  it  may  be  an  actual 
capital  cost. 

O.  It  is,  in  }'our  mind,  distinguishable  from  promoter's 
remuneration  ? 

A.  Yes. 

O.  There  must  also  be  a  third  element,  which  is  not  a 
capital  cost,  but  the  annual  return  to  the  owners  of  the  prop- 
erty, or  the  investors  therein? 

A.  Yes,  there  must  be  the  return  too. 

Q.  And  that  we  can  define  as  the  return  to  the  owners? 

A.  Yes. 

O.  That  is  available  for  distribution  to  the  owners  annu- 
ally f 

A.  Yes. 
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O.  That  should  come  after — 

A.  It  may  not  come  after,  possibly  may  not  come  after, 
the  cost  of  raisint;"  money.  It  would  seem  to  me  to  h&  due 
to  the  way  the  wiiole  enterprise  was  undertaken  and  done, 
••"or  instance,  if  we  saw  an  opportunity  to  build  a  trolley  roa  1 
and  we  thou,!:;ln  it  was  a  good  thing  to  do.  we  might  go  to 
get  that  money  and  we  could  show  that  it  would  show  a  cer- 
tain return.  We  will  say  that  the  money  was  all  furnished 
by  subscribing  to  common  stock.  We  might  make  up  a  syndi- 
cate, each  party  of  whom  would  take  a  tenth.  Now  they 
might  put  their  own  money  into  that  thing  to  carry  it  along 
until  it  became  profitable.  You  perhaps  could  not  work  out 
there  a  cost  of  raising  money  in  that  case,  because  it  might 
be  a  syndicate  who  had  done  it,  and  you  did  not  go  to  a  banker 
and  ask  him  to  raise  that  money  and  what  he  w'ould  charge 
you  to  do  it ;  but  it  would  have  come  in,  in  some  way,  in  the 
return.  They  would  have  to  be  assured  that  they  would  get 
something  back  that  warranted  their  taking  the  risk  and  put- 
ting that  money  in  there. 

O.  And  that  something  would  represent  what  we  are 
speaking  of  now  as  the  cost  of  acquiring  money  and  the  pro- 
moter's remuneration  ? 

A.  Yes.  They  might  expect  to  get  that  back  by  waiting- 
until  it  earned  10%,  and  selling  it  out  at  a  premium  over  what 
they  paid  for  it,  and  yet  the  company  might  never  have  in 
its  capital  accounts,  or  on  its  cost  sheets,  the  cost  of  raising 
that  money,  because  they  may  have  put  it  in  on  perfectly  even 
terms. 

O.  Is  it  or  not  yoiu^  experience  that  there  is  a  speculative 
element  in  the  minds  of  investors  in  public  utility  securities  ? 

A.  It  has  had  a  great  deal  to  do  with  much  of  the  in- 
vestment, particularly  in  stocks. 

O.  Could  public  utilities  in  this  country  have  been  devel- 
oped to  their  present  condition,  without  that  speculative  ele- 
ment ? 

A.  I  think  it  would  have  been  very  difficult  to  do  it.  and 
it  is  still  difficult  to  do  it,  as  is  shown  when  you  try  to  sell 
a  security  that  has  no  speculative  feature  attached  to  it.  Even 
with  bonds,  I  would  say  there  is  a  little  speculative  feature. 
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because  a  man  may  buy  a  bond  at  95.  we  will  say,  and  it  is 
a  5%  bond;  he  still  has  the  speculative  chance  that  the  mar- 
ket may  become  very  good  and  he  can  sell  it  at  98  inside 
of  a  year,  when  he  would  then  make  8%  on  his  money;  and 
yet  you  would  not  say  he  had  the  speculative  end  of  that  corn- 
pan}-.  When  you  sell  a  note  that  is  due,  we  will  say,  in  three 
or  five  Acars,  you  have  cut  out  entirely  all  question  of  incre- 
ment, of  increase  in  the  value  of  the  ])rincipal,  and  you  have 
there  a  pure  return  rate,  which  you  do  not  have,  even  in  a 
preferred  stock,  because  the  preferred  stock  is  sold,  per- 
ha]).>,  at  a  discount.  You  might  sell  at  94  or  92  a  6%  pre- 
ferred stock,  that  would  not  show  perhaps  as  high  a  yield 
as  the  investor  in  the  note  would  get,  because  the  buyer  of  tlie 
preferred  stock  has  the  speculative  chance  of  having  that 
stock  go  up  to  par,  or  even  go  a  little  above  par,  within  a  few 
years,  when  he  can  get  the  increment,  as  well  as  the  return  he 
got  on  it. 

Q.  And  is  that  speculative  element,  even  in  the  bonds, 
to  which  you  ha\'e  referred,  recognized  by  the  companies, 
by  the  lixation  of  a  point  at  which  the  company  can  retire 
the  bonds  i^ 

A.  I  do  not  know  that  I  understand  the  question. 
O.  Is  it  not  your  experience  that  it  frequently  happens 
that  a  companv  reserves  the  right  to  retire  bonds  at  a  figu.re 
higher  tlian  that  at  which  they  were  able  to  market  them? 

A.  Oh.  yes.  a  callable  price,  at  which  they  are  able  to  call 
the  bonds,  which  intimates  to  the  buyer  that  they  may  Imy 
them   from  him  at   105  or   110  later  on. 

O.  That  is  a  speculative  element  that  has  always  Ijeen 
present  up  to  recent  years,  and  ma^'l^e  still  is,  in  pul)lic  utili- 
ties ? 

A.  It  still  enters  in,  even  with  regulation.  It  may  enter 
into  such  things  as  preferred  stock,  to  a  slight  extent.  I 
mean,  when  we  say  that  monex'  is  raised  on  a  6j^%  basis 
with  6%  preferred  stock,  it  might  not  be  possible  to  do  that  if 
you  attempted  to  sell  a  6,V^%  preferred  stock  at  par,  because 
buyers  count  on  having  the  6%  stock  go  from  say  95  uj)  to 
par.  and  gamble  that  it  may  do  that  in  two  years.  In  that 
case,  they  will  get  more  than  7%.  ]-)erhaps. 
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().  What  is  your  o])inion  as  to  whether  or  not  Govern- 
ment regulation,  which  involves  the  matter  of  the  fixation  of 
a  maximum  return,  beyond  which  in  no  event  can  a  company 
<^o.  eliminates  this  speculative  element? 

y\.  It  takes  away  speculative  value,  of  course. 

O.  Is  it  vour  opinion  that  the  elimination  of  this  specula- 
tive element  makes  it  more  or  less  difficult  for  a  public  utility 
to  raise  money? 

A.  Its  immediate  effect  is  to  make  it  more  difficult. 
With  good  regulation,  I  believe  that  the  companies  would,  in 
the  end,  raise  the  money  cheaper,  but  it  does  immediately  take 
away  the  speculative  end,  which  has  been  what  has  attracted  a 
great  many  into  the  stocks  of  those  companies. 

Q.  And  also  into  the  bonds? 

A.  Yes ;  and  there  has  not  as  yet  been  long  enough  experi- 
ence to  make  the  conservative  investor  feel  that  the  security 
is  so  much  better  that  he  can  afford  to  take  it  at  a  less  return. 

Bv  Commissioner  Johnson  : — 

O.  The  ultimate  effect  of  wise  regulation  of  securities  by 
the  Government  will  be  to  broaden  the  investing  public  in  the 
securities  of  public  utility  companies,  will  it  not? 

A.  I  think  that,  if  the  regulation  proves  to  be  wise  in 
all  w-ays,  it  will  do  that. 

O.  W  as  not  the  immediate  effect  in  New  York  City 
wholesome  and  helpful? 

A.  I  know  very  little  about  the  New  York  conditions, 
because,  beyond  acting  as  engineers  for  the  receiver  in  the 
Metropolitan  matter,  I  have  had  little  to  do  with  New  York 
affairs.  In  answering  that  question,  I  understood  that  it 
meant  regulation  in  general,  the  fact  that  a  public  body  had 
an  eye  on  the  companies  and  was  protecting  investors,  as  well 
as  the  public.  You  meant  the  broad,  general  question,  did  you 
not?    I  took  it  so. 

Commissioner  Johnson:  Yes.  I  do  not  suppose  it  is 
assumed  that  regulation  involves,  necessarily,  the  rigid  fixing 
of  a  maximum,  beyond  Avhich  the  income  shall  not  go.  That 
IS  a  rather  new  thought  to  me  which  counsel  has  been  suggest- 
ing here   to-day,   that   regulation   seemed    to   involve,   in   the 
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cotmsel's  mind,  the  fixing  of  a  rigid  maximum  rate  of  return 
on  the  properties  of  public  utility  companies. 

Mr.  Mabye  :  I  think  that  is  counsel's  idea,  speaking 
personally,  that  a  decision  of  a  Commission,  in  which  it  ex- 
presses its  views  as  to  what  is  a  fair  and  reasonable  return  for 
the  company  under  investigation,  does  rigidly  fix  the  maximum 
beyond  which  that  company  cannot  go,  or  hope  to  go,  until 
the  Commission  itself  changes  its  point  of  view.  That  is 
counsel's  conception  of  regulation.  It  seems  to  us  it  is  the 
first  question. 

Commissioner  Johnson:  That  is  a  more  rigid  strait- 
jacket   than   public   utility   companies   are   usually   placed   in. 

Mr.  Mar  ye  :  I  should  hope  so,  but  I  think  that  is  the  only 
safe  view  for  us  in  the  pubHc  utility  business  to  take,  until  we 
have  found  ourselves  under  regulation.  It  is  our  conception 
that,  in  a  rate  case  involving  the  entire  activities  and  operation 
of  a  public  utility  company,  one  of  the  first  duties  of  the 
Commission  is  to  fix  the  return  which  is  to  be  distributable  to 
the  owners,  and,  when  you  fix  it,  it  is  rigid ;  beyond  that  you 
have  your  eye  on  us ;  it  is  a  maximum,  and  we  cannot  distri- 
bute our  earnings  above  that.  It  is  a  groove  that  the  Com- 
mission fix,  in  which  we  will  have  to  travel,  until  the  Com- 
mission itself  modifies  it,  changes  it,  broadens  it,  or  restricts  it. 
In  any  event,  it  is  a  maximum  that  the  owners  can  hope  to 
take  out  annually,  and  I  think  that  was  well  illustrated  by  Mr. 
Porter  in  his  reference  to  his  company  in  Tucson.  Arizona.  It 
was.  in  effect,  the  maximum  and  he  could  not  further  finance 
until  the  Commission,  upon  further  consideration,  consented 
to  raise  the  return,  and  change  its  views  as  to  what  was  the 
reasonable  return.  We  certainly  think  it  would  be  unwise  for 
us  to  form  any  other  conception  until  we  know  more  of 
operation  under  regulation,  with  which  we  are  in  sympathy. 

15v  Mr.  Marye: — 

0-.  Is  the  question  of  the  right  of  present  stockholders  to 
subscribe  to  future  issues  an  element  of  this  speculative  value? 

A.  Yes:  that  enters  very  largely  into  the  stocks  of  Massa- 
chusetts public  utilities. 
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O.  Can  you  illnslrate  that? 

A.  ^'cs.  1  think  tlic  law  in  Massachusetts  requires,  or 
the  law  (lid  re(|uire.  the  company  to  sell  new  stock  at  the 
market  value;  that  is,  the  Commission  had  to  fix  the  price  at 
which  it  should  he  taken,  at  market  value.  Whether  those  who 
made  the  law  intended  to  make  it  retail  market  value  or  not, 
I  do  not  think  anyone  knows,  but  that  was  an  impossible  thing-. 
When  new  issues  were  offered  of  a  considerable  amount,  it 
simply  could  not  be  taken  at  the  retail  market  value — the 
jirice  would  drop  down  at  once,  so  that  the  Commission  almost 
at  once  fell  into  the  custom  of  authorizing-  stock  several 
points  below,  perhaps  20  or  30  points  below  the  market  value, 
so  that  it  would  be  taken  by  the  stockholders,  and  that  made 
a  right  attach  to  the  old  shares.  That  is,  the  retail  price  of  a 
stock  would  be  perhaps  160  and  the  Commission  would  put  out 
new  stock  at  120,  we  will  say,  which  would  leave  say  $40 
"value  to  the  new  stock  that  they  got  for  $120,  if  the  retail 
price  stayed  up.  These  rights  to  subscribers  would  come  to 
the  old  stockholders,  and  they  are  counted  on  perfectly 
regularly,  in  addition  to  the  dividends  they  get  on  their  stock, 
their  regular  dividends. 

0.  Assuming  that  the  Bell  telephone  companies  started 
operating  in  the  State  of  Pennsylvania  at  the  very  beginning 
of  the  art  of  telephony  and  have  continued  so  operating  up 
until  the  present  time,  until  thev  now  have,  presently  render- 
ing service  to  the  people  of  this  State,  a  property  worth,  say 
for  the  purpose  of  this  hypothetical  question,  $70,000,000 ; 
that  the  normal  growth  of  business,  to  provide  facilities  for 
new  subscribers  and  new  patrons,  requires  the  pouring  into 
the  telephone  business  in  the  State  of  Pennsylvania  of  about 
$5,000,000  of  new  money  each  year ;  assuming  further  that 
the  Pell  telephone  companies  are  operating  under  competitive 
conditions,  that  is,  that  in  all  the  larger  cities  in  this  State 
there  are  telephone  companies  in  no  wise  owned  or  controlled 
by  the  P)ell  Telephone  System,  and  that  that  is  so,  to  an  ex- 
tent, in  the  smaller  towns  and  rural  communities  throughout 
the  State ;  assuming,  further,  that  there  is  a  provision  in  the 
Constitution  of  the  State  of  Pennsylvania  forbidding  one  tele- 
phone company  to  own  or  control  the  stock  of  any  competing 


Russell  Robb.  1235a 

telephone  company,  or  to  acquire,  by  purchase  or  otherwise, 
the  property  of  a  competing  telephone  company,  therefore  for- 
bidding existing  competing  telephone  companies  to  merge; 
now.  taking  all  of  those  facts  into  consideration,  what,  in  your 
opinion,  would  be  a  fair,  reasonable  return  to  the  present 
owners  of  the  Bell  Telephone  System,  and  also  what  return 
would  you  think  would  induce  new  investors  to  put  up  the 
additional  $5,CX)0,000  annually  of  new  money  that  is  required 
to  develop  the  business  in  this  State,  and  by  return  to  the 
owners  I  mean  the  amount  that  is  annually  available  for  dis- 
tribution to  the  owners,  and  actually  distributed  ? 

A.  I  should  want  to  detine  fair  return,  because  many 
questions  might  be  involved  in  that ;  but  I  consider  fair  return 
as  the  return  that  will  be  necessary  to  attract  money  into  the 
enterprise  whenever  it  is  needed,  and  in  the  amounts  that  it 
is  needed,  in  order  to  take  care  of  the  development  of  the 
business,  that  being  the  lowest  return  that  is  possible.  That  is, 
it  is  the  necessary  return,  rather  than  what  one  might  call 
the  fair  return,  because,  to  my  mind,  fair  return  might  mean 
taking  into  account  sacrifices  and  other  things  that  people  have 
been  through  in  early  days,  which  is  all  thrown  out.  We  do 
not  any  of  us  consider  that ;  we  look  only  at  the  necessary 
return. 

0.  Accepting  your  definition — 

A.  I  should  say  that  they  would  have  to  get  8%,  or  the 
possibility  of  getting  8%,  return.  I  think  if  they  had  a 
possibility  of  getting  \0%  return,  the  fair  return  could  be 
lower  than  8%,  if  that  does  not  sound  paradoxical.  In  other 
words,  I  mean  if  they  had  a  possibility  of  getting  10'%.  people 
might  be  willing  to  contribute  money  to  your  telephone  com- 
pany for  less  than  8%,  because  there  would  then  come  in  al- 
ways the  speculative  chance  that  they  might  get  10%.  and  that, 
in  better  times  and  under  better  skies,  value  would  come 
about  in  other  ways;  but.  if  a  hard  and  fast  rule  of  8% 
were  fixed,  and  that  were  the  upper  limit,  I  think  that  it 
would  cost  the  Company  about  8%^  to  get  the  money. 

O.  You  do  not  think  it  could  be  financed  at  less  than  8%  ? 

A.  No.     I  think  the  retail  price  might  be  better  at  times, 

so  that  the  yield  to  the  retail  Inu'er  might  be  less,  and  con- 
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si(lcr;il)ly  less  at  times,  than  8%  ;  but  I  do  not  think  you  could 
count  on  .inciting  lar^e  blocks  of  money,  unless  there  were  8% 
return  to  l)e  looked  for. 

Q.  You  may  not  consider  $5,000,000  a  year  "large  blocks 
of  money  ?" 

A.  Yes,  I  would  consider  that  a  substantial  amount  to 
raise,  of  couise. 

O.  And  does  that  become  very  serious  and  substantial 
when  it  continues  year  after  vear? 

A.  Yes.  it  becomes  serious,  because  there  is  danger,  if  the 
rate  of  return  is  too  low,  of  having  happen  to  it  just  what  has 
happened  to  the  Boston  &  Maine  Railroad,  that  you  can  sell 
bonds  and  raise  money  cheaper,  and  you  keep  on  doing  that 
and  you  load  up  all  the  time  until  you  are  standing  up  on  end 
and  get  blown  over. 

O.  What  is  your  opinion  as  to  whether  there  should  be 
a  margin  above  8%  to  be  available  to  insure  the  stability 
of  the  8%  ^ 

A.  I  think  that  there  is  always  suspicion  attached  to  any 
company  that  is  paying  out  up  to  the  last  cent.  To  look  at 
any  operating  statement  and  find,  after  you  pay  your  divi- 
dends, that  you  have  $10.40  left,  or  anything  of  that  kind, 
immediately  excites  suspicion  that  you  have  been  working  the 
books  to  just  bring  it  out  so  you  could  do  it,  and  I  think, 
unless  you  have  some  margin  to  show  there  are  substantial 
earnings  over  and  above,  and  also  to  take  the  place  of  losses 
when  there  are  big  storms,  when  there  are  strikes,  or  when 
any  such  thing  comes  along,  that  even  8%  might  seem  very 
precarious. 

Bv  Commissioner  Pexxypacker: — 

O.  That  8%  would  be  8%  upon  what? 
A.  8%  upon  the  value  of  the  property. 

Bv  Co^r^rIssIONER  Johnson: — 

O.  In  what  form  would  you  have  the  additional  2% 
that  is  assumed  ? 

A.  I  did  not  state  any  percentage.  I  have  not  considered 
'r^t  what  percentage  would  be  a  desirable  one. 
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Bv  !Mr.  ]\Iarve  : — 

O.  Let  us  assume  t\vo. 

A.  I  should  not  think  that  it  would  be  necessary  to  have 
a  large  amount  each  year,  provided  there  was  something  of 
a  reservoir  there,  which  you  added  a  little  to  each  year.  There 
might  be  a  reservoir  with  a  certain  number  of  hundreds  of 
thousands  of  dollars  in  it,  which  you  did  not  draw"  on  for 
some  time.  I  do  not  think  it  is  necessary  to  keep  filling  that 
thing  up,  if  nothing  happens  for  ten  years ;  but,  if  some  dis- 
aster pulls  it  away  down  again,  I  think  it  might  be  neces- 
sary to  fill  it  up  a  little  faster  for  a  few  years,  until  you 
again  get  your  reservoir  full. 

O.  Have  you  an  idea  as  to  the  size  of  that  reservoir? 
What  would  you  say  to  a  reser^-oir  in  the  shape  of  a  surplus 
equivalent  to  one  year's  dividends? 

A.  That  might  or  might  not  be  too  big.  I  have  not 
considered  that.  I  think  there  it  depends  again  on  whether 
you  are  all  stock  or  wdiether  there  are  bonds,  with  their  fixed 
charges. 

O.  Then  the  more  securities  you  had  in  the  way  of  bonds, 
the  larger  the  reservoir  would  have  to  be? 

A.  You  might  want  more  than  your  dividend  in  that 
case,  but  if  all  the  capital  of  the  Company  has  been  raised 
by  stock,  a  good  deal  of  a  disaster  would  simply  change  the 
rate  of  dividend  somev,"hat,  whereas  in  the  other  case  it  might 
knock   the  dividend   out   entirely. 

O.  You  are  speaking  now  of  today,  1914? 

A..  Yes. 

O.  Could  you  give  us  the  benefit  of  your  views  as  to 
whether  8%  would  have  been  a  reasonable  maximum  return 
in  the  first  ten  \ears  of  the  art  of  telephony? 

A.  I  do  not  suppose  general  money  conditions  were  so 
different  then,  but  the  telephone  business  was  certainly  very 
much  more  hazardous  in  those  days. 

O.  If  it  were  more  hazardous  then,  would  8%  have— 

A.  It  would  not  have  attracted  capital. 

O.  In  your  opinion? 

A.  In  my  opinion. 

Q.  How  about  the  following  decade  in  telephony? 
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A.    I   think  it  would  have  worked  slowly  down. 

O.    I  hit  it  would  not  have  been  a  jum])  from  10%  to  8%  ? 

A.    It  wduld  not  have  been  a  jump,  no. 

(J.  If  you  were  trying  to  advise  this  Company,  or  the 
Commission,  would  you  assume  a  g'radual  droi)  do\\n  to 
the  8%  ? 

A.  I  should  assume  a  gradual  drop  down. 

Q.  Would  it  be  unreasonable  to  assume  10%  for  the 
first  decade,  9%  for  the  second  decade  and  8%  for  the  suc- 
ceeding years  ? 

A.  It  does  not  seem  to  me  unreasonable.  Of  course 
it  is  difficult  to  put  oneself  in  that  position  entirely,  because 
}ou  have  to  assume  something  that  no  one  dreamed  would  be 
the  case  in  those  early  days,  that  there  would  be  a  limit  fixed 
which  you  could  not  go  beyond.  I  think  to  have  said  to 
people  at  that  time,  without  having  passed  through  all  these 
intervening  years  and  having  seen  regulation  slowly  grow  up 
and  knowing  what  it  means — I  think  they  would  not  have 
done  it  at  all,  if  they  had  been  limited. 

Q.  And  also  the  radical  changes  in  the  art;  did  that 
have  any  influence  on  your  mind  as  to  what  w^ould  be  a  fair 
return? 

A.  No,  except  it  grew-  more  stable  all  the  time ;— yes,  I 
think  that  would  have  an  influence,  too,  that  the  business  seems 
more  stable  now. 

O.  In  other  words,  our  knowledge  about  it  is  entirely  a 
different  thing  from  our  knowledge  thirtv  years  ago? 

A.  Yes.  ^ 

O.  It  is,  however,  a  matter  of  im])ortance,  if  not  neces- 
sity, to  go  back  and  assume? 

A.  To  assume  and  see  if  one  can  tell  in  his  own  mind 
what  probably  would  have  been  the  investor's  feeling  at  that 
time. 

O.  If  you  v,ere  attempting  to  estimate  the  deficits  in 
early  years,  you  would,  of  necessity,  have  to  assume  what 
would  have  been  a  fair  return? 

A.  Yes,  and  I  should  say  that  lO^c,  9%  and  8%  would 
be  fair  figures  to  take  in  trying  to  fix  rates  for  those  different 
I^eriods. 
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O.  Your  mind  is  absolute!}-  free  in  making  that  state- 
ment ? 

A.  Absolutely. 

O.  Your  statement  would  have  been  the  same,  I  presume, 
if  the  Commission  had  asked  your  advice,  instead  of  this 
company  ? 

A.  It  would  have  been  the  same. 

By  Commissioner  Johnson  : — 

O.  The  question  is  academic,  but  you  have  said  you 
thought  that  if  the  people  who  invested  in  the  Bell  Tele- 
phone Company  twenty  years  ago  had  foreseen  regulation, 
they  would  not  have  made  the  investment? 

A.  I  did  not  mean  to  say  that.  Perhaps  I  did  say  that. 
I  meant  if  we  had  said  to  people,  as  they  existed  in  those 
days  and  with  the  attitude  of  mind  they  had  toward  invest- 
ment—to have  suggested  such  a  thing  to  them  as  that  the 
return  would  be  limited  on  that  kind  of  thing,  vrould  have 
made  them  feel  it  was  a  kind  of  thing  they  did  not  want  any- 
thing to  do  with,  because  the  people  that  went  into  the  tele- 
phone business  in  those  days  were  not  buying  what  was 
virtually  a  10%  preferred  stock,  they  were  buying  a  specula- 
tive opportunity,  and  I  do  not  think  those  same  j^eople  could 
have  been  coaxed  in,  if  they  did  not  feel  that  there  were 
indefinite  possibilities  of  very  much  larger  returns.  That  was 
all  I  meant  by  that. 

O.  Speculation  means  risk  as  well  as  opportunit}-,  does 
it  not  ? 

A.  Oh,  yes,  it  does. 

Q.  Would  it  have  been  more  difficult  for  the  New  York 
Central  thirtv  years  ago  to  have  raised  money  under  con- 
servative regulation,  than  it  was  to  raise  money  in  the  face 
of  the  opposition,  or  warfare,  which  they  were  likely  to  incur 
in  their  relations  with  the  Goulds  ? 

A.  No,  not  if  the  Railroad  really  understood, — under- 
stood as  well  as  we  understand  now — just  what  regulation 
means.  I  think  if  regulation  had  suddenly  been  broached 
at  that  time,  it  would  have  been  difficult  to  raise  money. 

O.  In  other  words,  the  speculative  element  which  the 
Goulds  iniected  into  the  situation  has  made  the  financing  of 
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the  New  York  Central  more  expensive  than  regulation  would 
have  made  it  ? 

A.  Oh,  yes;  I  helieve  in  regulation.  I  think  that  regu- 
lation in  the  end,  when  the  companies  know  just  how  to  deal 
with  it  and  the  Commissions  know  how  to  deal  with  it,  when 
Ixitli  sides  know  what  is  required  and  what  has  got  to  be 
done, —  I  do  not  think  there  is  any  question  but  that  it  is  go- 
ing to  make  it  possible  for  the  companies  to  raise  money  on 
a  better  basis. 

Q.  And  that  speculation,  in  the  form  that  it  existed  a 
generation  ago,  is  not  necessary  for  the  future? 

A.  No. 

Q.  And  you  would  prefer  regulation,  as  it  probably  will 
be  worked  out,  to  the  speculative  conditions  that  formerly 
existed? 

A.  Yes,  I  should. 

O.  And  would  you  prefer  it  as  a  promoter  and  investor? 

A.  Yes,  always  assuming  that  the  regulation  is  worked 
out,  and  that  it  does  take  into  acount  all  the  elements  of  value 
and  all  the  questions  that  enter  into  the  operation  of  the 
utilities,  and  I  do  not  feel  that  anywhere  that  is  entirely  settled 
yet. 

By  Mr.  Marye: — 

O.  Not  even  in  Massachusetts? 

A.  Not  in  Massachusetts,  no. 

Q.  You  have  had  some  experience  in  Massachusetts? 

A.  Very  pleasant  experience,  in  many  ways,  but  I  do 
not  think  in  [Massachusetts  even,  the  principles  are  laid  down 
so  that  one  knows  what  he  can  do. 

P>Y  Mr.  Frexcvi  : — 

O.  In  the  value  of  the  property,  on  which  you  say  that 
S^c  should  be  allowed,  you  include  going  value,  intangible 
value? 

A.  I  should  say  that  all  the  real  elements  of  cost  that 
enter  into  that  property  would  enter  into  the  value;  that  the 
going  concern  value,  where  it  is  a  cost,  although  it  may  not 
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be  a  direct  contribution  to  the  thing,  where  it  is  a  cost  because 
of  foregone  dividends,  or  something  of  that  kind,  is  just  as 
much  a  cost  as  if  it  were  money  that  had  gone  in. 

O.  Is  it  your  practice,  in  the  public  utiUty  concerns  in 
which  you  are  interested,  to  capitalize  going  value  and  sell 
the  securities  on  that  at  the  present  time? 

A.  In  many  States  a  good  many  things  have  been  capital- 
ized. In  other  States  there  has  not  been  so  much  capital  put 
out  as  money  put  in. . 

O.  It  just  depends  on  whether  you  are  allowed  to  or 
not? 

A.  Yes — well,  I  will  not  say  that  either.  There  have  been 
many  companies  capitalized  where  the  capital  has  been  put 
out  in  the  way  to  raise  the  money,  without  regard  to  very 
much  else.  That  may  be  capitalizing  going  concern  value,  or 
may  be  something  else.  I  do  not  know  what  you  would  call 
it,  that  is  true ;  and  yet,  in  Massachusetts,  we  have  one  com- 
pany with  $75,000  capital  and  over  a  million  dollars'  worth 
of  property.     So  there  you  have  the  extremes. 

O.  You  spoke  about  this  reservoir  that  should  be  gradu- 
ally filled  up.  ^^'ould  it  make  any  change  in  your  opinion  if 
the  Bell  Company  had  been  putting  money  back  into  the 
property  from  time  to  time  and  accumulating  what  was  de- 
scribed by  the  witness  before  as  a  surplus? 

A.  They  may  have  the  reservoir  there.  I  do  not  know 
anything  about  the  finances  of  the  Pennsylvania  company. 

O.  In  other  words,  you  would  not  advise  keeping  on 
piling  up  surplus  above  a  certain  amount? 

A.  No. 

O.  You  would  only  have  that  provided  for  certain  contin- 
gencies ? 

A.  I  think  there  must  always  be  a  fund  to  take  care  of 
depreciation,  obsolescence,  and  that  sort  of  thing. 

O.  But  whether  it  is  in  existence  or  not  to-day  you  do 
not  know? 

A.  No. 


At  5  P.  M.,  adjourned  until  Friday,  June  5.  1014.  at  10 
A.  M. 
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10  A.  M. 

['resent : 

Commissioners  Wallace,  aeting  Chairman.  Tone, 

Pexnvpacker,  and  Wright. 
Counsel  as  before  noted. 


T.  P.  Sylvan,  having  been  duly  sworn,  was  examined  as 
follov.s : 

Dv  Mr.  ^[arve:— 

O.  Will  you  please  give  your  name.  age.  residence  and 
occupation  ? 

A.  T.  P.  Sylvan;  residence,  ^Montclair,  New  Jersey; 
assistant  to  the  president  of  The  Bell  Telephone  Company 
of  Pennsylvania  and  of  The  Central  District  Telephone 
Company ;  age,  forty-two. 

O.  Have  vou  any  other  position  than  that  of  assistant  to 
the  president  of  The  Bell  Telephone  Company  of  Pennsyl- 
vania and  of  The  Central  District  Telephone  Company? 

A.  Assistant  to  the  vice-president  of  the  New  York  Tele- 
phone Company ;  assistant  to  the  president  of  the  Chesapeake 
&  Potomac  Telephone  Company  of  New  York. 

O.  And  of  The  Chesapeake  and  Potomac  Telephone  Com- 
pany of  Baltimore  City  and  of  The  Chesapeake  and  Potomac 
Telephone  Company  of  Virginia? 

A.  The  allied  companies ;  assistant  to  the  president 
of  those  last  mentioned  companies. 

O.  \\'hat  has  been  your  experience  in  the  telephone 
business? 

A.  I  have  been  connected  with  the  Bell  System,  in 
various  places,  for  the  last  sixteen  years,  during  which 
time  I  have  been  manager  of  local  exchange,  in  charge  of 
the  so-called  sub-license,  or  connecting  company  work. 

(J.  In  what  i^art  of  the  country? 

A.  In  the  States  of  Ohio,  Indiana  and  Illinois,  and, 
after  that  period  I  was  connected  with  Mr.  H.  B.  Thayer, 
vice-president  of  the  A.  T.  &  T.  Company  for  a  year,  dur- 
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ing  which  time  I  visited  the  different  sections  of  the  coun- 
try, principally  the  Aliddle  ^^'est,  with  a  view  to  assisting' 
in  the  commercial  engineering-  of  the  companies  visited.' 
During  the  last  four  years  I  have  been  connected  with 
the  companies  first  mentioned,  that  is,  the  Eastern  Group 
of  companies. 

O.  \A'hat  position  did  you  hold  prior  to  the  time  you 
became  assistant  to  the  presidents  and  vice-presidents  of 
these  companies  you  have  emunerated? 

A.  I  was  in  the  Commercial  Department  of  the  New 
York  Telephone  Company  for  appro.ximately  six  months, 
during  which  time  I  developed  the  sub-license,  or  connect- 
ing company,  contract,  and  the  routine  incident  to  placing 
same  in  operation  throughout  New  York  State. 

O.  ^^  ill  you  please  explain  what  you  mean  by  a  sub- 
license relationship? 

A.  The  Bell  operating  companies  operated  under  a 
license  from  the  American  Telephone  &  Telegraph  Com- 
pany, first  the  American  Bell  Telephone  Company,  subse- 
quently the  American  Telephone  &  Telegraph  Company, 
and  they  in  turn  made  sub-license  agreements,  whereby 
they  delegated  to  companies  occupying  certain  territory 
the  duty  of  developing  such  territory,  connecting  their 
lines  by  means  of  toll  lines  of  the  licensee  companies,  and 
obtaining  for  the  business  they  originated  a  commission ; 
that  is,  they  becoming,  in  fact,  the  agents  of  the  licensee 
companies  in  the  territory  in  which  they  operated.  This 
was  originally  known  as  the  sub-license  agreement.  After- 
wards the  term  was  changed  to  the  Connecting  Company 
Agreements,  the  term  now  used  for  the  same  general  form 
of  contract. 

O.  \Miat  is  the  general  form  and  nature  of  that  con- 
necting contract? 

A.  The  form  of  contract  now  in  use  in  the  eastern 
section,  in  all  but  Pennsylvania,  and  no\V  under  consider- 
ation for  adoption  in  Pennsylvania,  is  an  arrangement 
whereby  a  company  in  a  certain  territory,  shown  upon  a 
map  by  metes  and  bounds,  becomes  the  agent  of  the  com- 
pany. 
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Q.  Of  what  company? 

A.  Of  tlie  licensee  coni]jany  operating  in  that  section. 

O.  The  licensee  Bell  company? 

A.  The  licensee  Bell  operating  company.  It  is  not 
oxclusi\e  in  the  sense  that  the  company  is  precluded  from 
making  oilier  connections,  l)ut  it  is  exclusive  in  so  far  as 
it  prevents  such  connecting  company  from  connecting 
other  lines,  outside  of  their  own  territory,  with  the  Bell 
lines.  It  makes  pro\-ision  for  the  connecting  company 
thoroughly  developing  the  territory  in  which  they  act  as 
agents.  It  makes  provision  that  they  shall  efficiently  de- 
velop the  territory,  so  as  not  to  interfere  with  the  quality 
of  service  to  be  rendered.  It  makes  provision  for  the 
charging  of  the  standard  tolls,  which  the  Bell  Company 
may  from  time  to  time  establish,  in  accordance  with  its 
regular  practice.  It  makes  provision  that  such  connect- 
ing company  shall,  whenever  any  of  their  customers  de- 
mand access  to  the  Bell  lines,  forthwith  furnish  such  a 
connection.  When  no  such  demand  for  service  is  made, 
they  are  free  to  send  the  business  to  any  point  with  which 
they  may  have  connection,  over  any  route  they  may  them- 
selves choose. 

O.  Then  it  leaves  the  patron  of  the  connecting  com- 
pany with  the  power  to  designate  the  route  of  his  mes- 
sages ? 

A.  It  leaves  the  patron,  if  he  so  chooses,  to  designate 
the  route  which  he  wishes  to  be  used. 

O.  In  the  performance  of  your  duties  as  assistant  to 
the  vice-president  of  the  New  York  company  and  the  presi- 
dent of  the  Pennsylvania  companies,  the  Maryland  and  the 
A'irginia  companies,  has  it,  at  any  time,  been  your  duty 
to  represent  the  companies  in  their  relations  with  the  vari- 
ous regulatory  commissions  in  the  various  States? 

A.  It  has.  A  little  more  than  a  year  ago,  prior  to  that 
time,  before  the  regulation  became  so  general,  it  w'as  my 
duty  to  represent  the  Company  and  to  arrange  for  counsel 
Ml  the  various  cases  presented  before  the  Commissions. 

Q.  And  you  did  appear  yourself  before  Commissions 
in  manv  cases? 
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A.  I  did  appear  in  many  of  the  cases  myself,  and  since 
that  time  I  have,  in  connection  with  Air.  Swayze's  de- 
l)artnicnt,  appeared  before  several  of  the  Commissions  in 
cases  pending  l)efore  the   Commissions. 

O.  Yon  have  had.  then,  a  very  broad  experience  in 
the   varions   departments   of   the   telephone   institntion? 

A.  I  have. 

Q.   Extending  over  a  period  of  sixteen  years? 

A.  Yes,  sir. 

O.  In  that  time  have  yon  or  not  kept  a  close  stndy 
on  the  methods  of  developing  the  business,  from  the  stand- 
point of  reaching  new  territory  and  new  customers,  and 
also  from  the  standpoint  of  the  de\elopment  of  the  organi- 
zation necessary  to  handle  the  business  ? 

A.  I  have  very  extensively.  During  a  great  deal  of 
this  time — in  fact,  during  all  of  it — I  have  been  very  inti- 
mately associated  with  many  of  the  Independent  companies 
in  the  country,  and  have  had  many  discussions  with  them 
of  the  various  problems  confronting  the  telephone  com- 
]ianies,  as  well  as  learning  the  history  of  the  early  develop- 
ment of  the  business,  both  from  the  Independent  and  Bell 
standpoint. 

O.  In  your  early  connection  with  the  Bell  System, 
were  there  more  or  fewer  operating  Bell  companies  than 
there    arc    to-day? 

A.  There  were  a  great  many  operating  companies  in 
the  early  days.  For  example,  in  Pennsylvania,  but  fif- 
teen years  ago,  I  remember  we  had  six  operating  companies, 
in  the  State  of  Pennsylvania. 

Q.  To-day  there  are  how  many? 

A.  To-day  there  is  practically  one.  Although  there 
are  two,  they  are  practically  under  the  same  management 
and  may  be  considered  as  one. 

O.  And,  in  fact,  are  considered  as  one? 

A.  They  are  considered  as  one. 

Q.  Whereas  up  to  five  years  ago  there  were  five  or 
six  separate  and  distinct  operating  organizations.  Bell  or- 
ganizations, in  the  State  of  Pennsylvania,  there  is  to-day 
onlv  one? 
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A.  Yes,  sir,  and  this  same  condition  prevailed  all  over  the 
Tnited  States.  There  has  been  a  gradual  narrowing  down, 
until  there  are  very  few  operating  companies,  as  compared 
with  the  olden  time. 

O.  Will  you  please  give  us  the  benefit  of  your  ideas  of 
why  that  has  been  the  trend  of  development,  into  more  cen- 
tralized organizations  ? 

A.  The  Company  from  the  earliest  time  recognized  its 
obligation  to  thoroughly  develop  the  country.  In  fact,  it 
found  very  soon  that  only  by  a  complete  development  could 
it  insure  a  satisfactory  condition.  With  these  several  com- 
panies in  the  field,  there  was  the  unfortunate  condition  of  the 
so-called  border  territory.  Each  company  naturally  took  for 
its  headquarters  a  large  city,  or  the  center  of  its  territory,  and 
did  fairly  well,  as  they  then  viewed  the  telephone  business,  in 
such  center ;  but,  as  they  approached  the  fringe,  or  outlying 
sections,  they  neglected  them.  This  was  true  of  the  two 
companies  which  might  meet,  and  often  gave  rise  to  a  very 
unsatisfactory  condition.  The  companies  were,  of  course,  in- 
terested in  development,  but  very  naturally  took  the  heart  of 
their  territory,  leaving  the  fringe.  Quite  frequently  the  fringe 
of  one  company's  territory  would  be  contiguous  to  another 
company's  large  center,  and  the  company  having  this,  you 
might  say,  thin,  skim  milk  fringe,  would  neglect  it,  despite  the 
constant  importunity  of  the  neighboring  company,  which  was 
suflfering  because  of  this  fringe  being  undeveloped,  and  which,, 
had  it  been  operating  such  territory  itself,  would  have  sub- 
jected it  to  active  canvass  and  development.  There  were  also 
the  varying  conditions  under  which  these  units  operated.  Some 
of  them  were  in  comparatively  rich  territory.  Others  again 
were  in  comparatively  poor  territory.  The  rich  companies 
were  able  to  proceed  rapidly.  The  poorer  companies  found 
it  more  difficult  to  develop.  There  was  also  the  question  of 
personnel,  which  came  very  prominently  forward.  The  larger 
companies  were  able  to  secure  the  advice  and  assistance  of 
experts,  while  the  smaller  companies  found  it  impossible  to 
employ  such  high  class  assistance  and  advice.  The  whole  re- 
sult was  that  there  was  a  very  great  difiference  in  the  degree 
of  development  and  perfection  to  wdiich  the  system  had.  been 
brought. 
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O.  How  about  the  service? 

A.  The  service  suffered  as  a  consequence.  The  lull  hue 
system  was  not  thoroughly  developed.  One  company,  able  to 
build  a  toll  line  and  anxious  to  build  a  toll  line,  would  find 
its  neighboring-  company  unable  or  unprepared  to  build  a 
toll  line.  The  result  was  that  there  could  be  no  complete  toll 
line  development.  It  was  early  found  that  a  toll  line  without 
adequate  terminal  facilities  was  of  no  value.  People  could 
not  be  secured  to  invest  money  in  toll  lines,  unless  the  terminal 
facilities  .were  adequate  and  proper. 

Q.  What  do  you  mean  by  terminal  facilities? 

A.  I  mean  the  exchange  lines  and  stations,  including  those 
in  the  country  contiguous  to  exchanges. 

O.  Xow.  vice  versa,  how  about  the  value  of  an  exclusively 
exchange  system,  without  adequate  toll  service? 

A.  The  exchange  system,  while  not  so  completely  dependent 
on  the  toll  line  system  as  the  toll  line  system  is  on  the  exchange 
system,  was,  of  course,  materially  affected,  injuriously  affected, 
by  the  want  of  adequate  toll  line  facilities.  Then  in  the  early 
days,  due  to  the  few  toll  lines  then  in  existence,  the  toll  line 
rates  were  all  made  on  the  basis  of  route  mileage.  That  is.  the 
toll  lines  were  not  so  numerous  and  direct  as  to-day.  and,  to 
reach  a  place  ten  or  twelve  miles  away,  you  would  often  have 
to  pay  for  a  mileage  of  twenty-five  or  thirty  miles,  making  the 
toll  line  rates  ahiiost  prohibitive. 

Q.  \\\\\  you  give  us  your  views  as  to  whether  or  not,  from 
the  standpoint  of  rendering  adequate  telephone  service  to  the 
public  in  Pennsylvania,  that  could  have  been  done,  and  can 
now  be  done,  as  effectively  by  five  or  six  telephone  companies 
as  it  can  be  done  by  one? 

A.  It  is  not  a  case  of  being  done  as  well,  l)ut  from  my 
experience,  judging  not  only  by  the  Bell  Company's  experi- 
ence, but  by  the  present  experience  of  the  Independent  com- 
panies as  well,  who,  isolated  as  they  are.  have  repeatedly  tried 
to  build  a  toll  line  system,  I  should  say  it  is  not  possible  to 
develop  the  State  completely,  so  far  as  the  toll  line  system  is 
concerned,  with  a  multiplicity  of  companies  in  the  field. 

O.  A\'ould  it  be  possible,  do  you  think,  economically  and 
adequately,  to  develop  the  exchange  itself  without  a  compre- 
hensive toll  svstem  under  one  management? 
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A.  The  exchange  system,  as  we  view  it  to-day,  would  be 
practically  impossible  without  the  adequacy  of  toll  line  faci- 
lities. 

Q.  You  speak  of  toll  line  system  and  exchange  system. 
Are  those  separate  and  distinct  things,  or  is  that  simply  our 
nomenclature  ? 

A.  It  is  a  nomenclature.  It  has  been  discovered  that 
there  is  practically  no  line  of  demarcation ;  that  the  toll  line 
and  the  exchange  system  merge,  and  become  practically  one 
system. 

O.  In  other  words,  it  is  simply  a  matter  of  classification? 

A.  Simply  a  matter  of  classification. 

Q.  And  are  they  or  not  absolutely  interdependent  upon 
each  other? 

A.  They  are. 

O.  It  is  one  unified  system  of  various  classifications? 

A.  Yes,  sir. 

O.  There  is  nothing  peculiar  and  distinct  about  what  we 
term  a  toll  line  system  as  distinguished  from  an  exchange 
system  ? 

A.  No,  sir. 

0.  In  your  experience,  would  it  be  practicable,  from  the 
standpoint  of  any  of  the  problems  involved  in  the  operation 
of  the  telephone  institution  in  Pennsylvania,  to  look  at  any  of 
the  localities  in  Pennsylvania  as  segregated  and  separate 
entities  ? 

A.  No,  sir. 

O.  Could  you  give  us  your  reasons,  with  such  illustra- 
tions as  appear  necessary  to  you,  why  that  is  your  conviction? 

A.  I  might  say  that,  if  I  could  introduce  the  map  at  this 
stage,  it  would  probably  be  of  assistance. 

Q.  To  what  map  do  you  refer? 

A.  I  have  had  prepared  two  maps,  one  of  which  will  show 
the  exchange  development  of  the  Bell  and  so-called  Connect- 
ing and  Independent  companies  in  the  State  of  Pennsylvania, 
and  the  other  one  showing  the  toll  line  systems  of  the  Bell 
antl  its  associate  companies  in  the  State  of  Pennsylvania. 

O.  Have  you  brought  such  maps  with  you  ? 

A.  I  have. 
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(  Alap  first  referred  to.  showing  exchange  develop- 
ment, offered  in  evidence  and  marked  Exhibit  4-S. ) 

O.  AVill  you  please  take  the  map  which  is  marked  Exhibit 
4-S  and  explain  what  you  intended  to  show  on  that  map? 

A.  The  total  development,  in  each  exchange  center,  of  all 
kinds.  Independent,  Bell  or  Connecting,  was  used  as  a  means 
of  determining  the  size  of  the  symbol  to  be  used.  The  key 
on  the  map  shows  the  symbols  and  their  indication  so  far  as 
the  number  of  subscribers  is  concerned,  the  largest  being  over 
5600  subscribers. 

O.  That  is,  the  circles? 

A.  Yes. 

O.  \\diat  does  the  largest  circle  represent  at  the  bottom? 

A.  The  largest  circle  represents  exchange  centers  with 
more  than  5600  stations  connected,  of  all  kinds. 

O.  5600? 

A.  ]More  than  5600. 

O.  What  is  the  next? 

A.  The  next  size  is  from  3600  to  5600 ;  the  next  smaller 
is  from  2500  to  3600. 

O.  And  that  goes  on  down  ? 

A.  Down  to  the  smallest,  which  is  one  from  1  to  400 
stations. 

O.  \\'hat  is  the  next  key? 

A.  The  next  key  indicates  the  color  plan.  The  dark  blue 
indicates  the  Bell  operating  stations;  that  is,  owned  by  the 
F)ell   Company. 

O.  And  operated? 

A.  Operated  by  the  Bell  Company.  The  red  indicates 
the  Independent  stations,  not  connected  with  the  Bell  System. 

O.  In  any  Vv'ay? 

A.  In  any  way.  The  light  blue  indicates  the  Connecting 
company  stations,  connected  with  the  Bell  System  by  the  so- 
called  sub-license  or  connecting  contract  arrangement.  Where 
the  circle  is  of  more  than  one  color  it  indicates  the  proportion 
of  development  in  that  exchange. 

O.  The  proportion  of  the  Bell  development? 

A.  The  proportion  of  the  Bell,  Independent  or  Connect- 
ing, as  the   case  mav   be,   depending   upon   the   color   scheme 
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used.  The  inserts  on  the  bottom  of  the  page  are  mere  en- 
largements of  the  territory  contiguous  to  Philadelphia  and 
Pittsburgh. 

Q.  So  that  one  could  take  that  map  and  at  once  see  the 
localities  in  the  State  of  Pennsylvania  in  which  there  is  com- 
petition in  the  telephone  business  between  the  Bell  System  and 
Independent  companies,  in  no  wise  connected,  physically  or 
otherwise,  with  the  I>ell  System? 

A.  Yes,  and  also  the  ones  that  are  operated  by  Connect- 
ing companies. 

Q.  Companies  connected  with  the  Bell  System? 

A.  With  the  Bell  s\stem,  yes,  sir. 

O.  Those  are  the  light  blue? 

A.  Yes,  sir. 

Q.  Does  that  map  indicate  as  to  whether  or  not  the 
Bell  System  extends  pretty  generally  throughout  the  entire 
State  of  Pennsylvania? 

A.  Yes,  sir. 

O.  Those  colored  circles  that  y^ou  have  there  merely 
represent  the  number  of  telephone  stations ;  they  do  not 
represent  the  area  in  which  those  stations  are  located? 

A.  No. 

O.  In  other  words,  the  stations  are  not  concentrated 
in  the  particular  localities  those  spots  would  indicate? 

A.  Xo,  sir,  those  are  the  number  of  stations  wdiich 
center  at  these  points.  Every  exchange  in  the  State  is 
shown  upon  this  map,  but  of  course  the  development  of 
each  one  of  these  centers  is  within  that  town  and  the  con- 
tiguous territory,  it  being  impossible  to  show  all  the  many 
individual  stations. 

O.  So  that  many  of  those  stations  are  located  out  in 
the  areas  that  appear  to  be  blank  on  that  map? 

A.  Yes,  sir. 

Bv  CoMMissoxER  Tone: — 

O.  Is  there  generally  a  toll  charge  between  each  of 
the  exchange  areas  noted? 

A.  Generally  there  is.  but  a  great  many  of  them  have 
so-called  overlapping  areas.  T  was  going  to  come  to  that, 
in  connection  with  the  impossibility  of  separating  the  two. 
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O.  Are  you  going  to  give  a  list  of  your  sulj-licensees? 

A.  Yes,  sir;  we  have  that  prepared. 

Mr.  ]\Iarye  :  \\'ouId  the  Commission  Hke  to  have  it  in 
connection  with  this  spot  map? 

Commissioner  Tone  :     No,  not  necesssarily. 

Mr.  Mar  ye  :  The  Commission  asked,  at  a  prior  hearing, 
for  a  list  of  those  companies  and  ^Ir.  Sylvan  has  with 
him  such  a  list;  and  it  could  be  introduced,  perhaps,  bet- 
ter than  at  any  other  point  in  his  testimony,  in  connection  with 
that  map. 

Commissioner  Tone:     At  such  point  as  you  see  fit. 

The  Witness  :  I  might  say  that  it  would  be  interesting 
in  this  connection  to  state  that  within  the  State  of  Penn- 
sylvania there  are — as  indicating  the  fact  that  there  is  yet 
considerable  risk  attached  to  the  operation  of  the  Tele- 
phone Company,  and  that  the  Bell  Company  is  far  from 
being  the  monopoly  which  many  people  are  prone  to  be- 
lieve— that  within  the  State  of  Pennsylvania  at  the  present 
time  there  are  approximately  268,871  stations  not  owned 
by  the  Bell  Company.  A  part  of  this  number  are  con- 
nected with  the  Bell  Company  under  some  form  of  con- 
tract. 
Bv  Commissioner  Tone  : — 

O.  About  how  many? 

A.  There  are  19.220  stations  connected  under  a  so- 
called  service  arrangement,  which  I  will  describe  fully 
later,  and  there  are  74,651  stations,  known  as  connecting 
stations,  which  are  owned  by  separate  companies,  and 
which  operate  in  connection  with  our  system  by  means  of 
the  so-called  connecting,  or  sub-license  agreements. 

By  Mr.  M.vrve: — 

Q.  That  leaves  how  many  operated  by  companies  not 
in  any  way  connected? 

A.  Approximately  175,000  which  are  not  in  any  w^ay 
at  this  time  connected.  However,  that  will  be  rapidly 
ciualified,  for  yesterday  Stroudsburg,  Pennsylvania,  was 
connected  with  our  svstem,  under  the  so-called   .\ttornev- 
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('.encral's  agreement,  or  qualified  toll  line  service  agree- 
ment, wliicli  is  now  open  to  every  Independent  company  in  the 
State. 

Q.  As  well  as  in  every  other  State  of  the  Union? 

A.  As  well  as  in  every  State  in  the  Union. 

Bv  Commissioner  Pexxvpacker: — 

O.  How  many  stations  have  the  Bell  people  in  the 
State  of   Pennsylvania? 

A.  Approximately  412,000;  that  is,  not  including  the 
connecting  or  the  service  stations,  which  of  course  we  con- 
sider in  other  respects  a  part  of  the   system. 

Bv  ]\Ir.  Marye  : — 

O.  \\\\\  you  introduce  that  list  of  Connecting  Com- 
panies? 

A.  That  is  a  list  of  the  Connecting  Companies  and  service 
lines. 

( Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania,  Rural  Line  Associations ;  The  Bell  Tele- 
phone Company  of  Pennsylvania,  Connecting  Companies ; 
The  Central  District  Telephone  Company,  Rural  Line 
Associations ;  The  Central  District  Telephone  Company, 
Connecting  Companies"  ofifered  in  evidence  and  marked 
Exhibit  4-T.) 

Bv  CoMMissioxER  Pexxvpacker : — 

O.  Ihen,  while  not  a  monopoly,  it  has  a  large  prepon- 
derance of  service? 

A.  Yes,  sir. 

Bv  Mr.  Marve:— 

O.  Before  taking  up  your  toll  map,  can  you  roughly  ap- 
proximate the  number  of  exchanges  operated  in  the  State  of 
Pennsylvania  by  the  Bell  Companies  themselves? 

.\.  It  is  one  of  the  exhibits.  I  do  not  remember  just 
wliicb  one  it  is,  but  it  is  alreadv  in. 
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(Map  above  referred  to  showing-  the  Toll  Line  Sys- 
tems of  The  Bell  Telephone  Co.  of  Penna.  and  Associate 
Companies  in  the  State  of  Pennsylvania,  offered  in  evi- 
dence and  marked  Exhibit  4-U.) 

Q.  Will  you  kin  lly  explain  your  second  map,  which  has 
been  marked  "Exhibit  4-U  ?" 

A.  This  map  represents  the  toll  lines  of  the  Company 
itself,  and  also  of  the  A.  T.  &  T.  Company,  the  shaded  lines 
representing  the  A.  T.  &  T.  Company's  toll  routes,  with  the 
number  of  circuits  placed  on  the  shaded  portion.  The  lined 
groups  represent  the  toll  lines  of  the  Bell  Company  of  Penn- 
sylvania and  The  Central  District  Telephone  Company. 

Q.  Does  that  map  also  indicate  the  points  at  which  the 
Bell  System  is  connected  with  Connecting  companies? 

A.  No,  the  map  does  not  show  the  toll  lines  operated  by 
the  so-called  Connecting  companies. 

O.  Does  it  show  the  point,  however,  the  territory? 

A.  It  does  show,  by  arrows  on  the  map,  the  points  where 
connections  are  made  with  other  companies.  For  instance, 
between  Harrisburg  and  Lewistown  will  be  found  arrows 
pointing  to  Mifflintown,  to  ]\Iillerstown  and  to  Newport. 

Q.  What  do  those  arrows  indicate? 

A.  Those  arrows  indicate  the  point  on  the  lines  of  the 
Bell  Company  where  connections  are  made,  or  through  which 
the  Bell  Company's  lines  are  reached  by  Connecting  companies. 

O.  So  that,  if  we  had  a  map  of  the  Alillerstown  company, 
or  the  Mifflintown  company,  or  the  Newport  company,  the 
Commission  could  see  exactly  the  extent  of  the  development 
of  those  companies? 

A.  Yes,  sir. 

O.  And  the  points  reached  by  the  Bell  System,  by  means 
of  its  connection  with  those  smaller  companies? 

A.  Yes,  sir. 

O.  Having  made  such  a  connecting  arrangement,  does  the 
Bell  Company  build  lines  into  the  territory  and  duplicate  the 
facilities  in  those  territories  of  those  Connecting  companies? 

A.  No.  The  Bell  Company,  in  some  instances,  will  take 
its  line  to  the  central  office  of  the  Connecting  company.     In 
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other  instances  it  will  take  it  to  some  point  on  the  lines  where 
a  junction  is  made  with  a  line  furnished  by  the  Connecting 
companw  that  l)eing  a  matter  of  convenience,  having  regard 
to  the  existing  properties  of  the  two  companies. 

O.  T  take  it  that  this  toll  map,  4-U,  will  indicate  exactly 
how  the  whole  State  of  Pennsylvania  is  interconnected  by 
means  of  the  telephone  lines  of  the  Bell  System  in  this  State? 

A.  It  would  indicate  the  lines  so  far  as  the  Bell  Company 
and  the  American  Telephone  &  Telegraph  Company  are  con- 
cerned, Intt  it  would  not  show  the  complete  lines,  due  to  the 
absence  of  the  lines  furnished  by  the  Connecting  companies. 

Q.  Now  in  connection  with  what  you  have  previously 
stated,  is  the  City  of  Pittsburgh  vitally  interested  in  the  de- 
velopment of  the  toll  line  system  around  Philadelphia? 

A.  It  is  directly  interested  in  this.  I  might  say  that, 
when  we  discovered  this  difficulty,  due  to  these  lean  terri- 
tories and  these  overlapping  areas,  we  started  to  eliminate 
that  condition,  and  we  used,  as  a  means  of  eliminating  that 
condition,  practically  four  methods.  One  was  to  sub-license, 
or  make  connecting  agreements  with  so-called  non-competing 
companies,  that  is,  companies  that  had  developed  territory  in 
which  we  had  no  substantial  development.  The  second  was 
through  the  purchase  of  non-competing  telephone  companies ; 
that  is,  I  am  speaking  now  after  the  general  merger  had  been 
efifected  of  the  six  licensed  companies.  We  found  that  some  of 
the  non-competing  companies,  due  to  serious  errors  in  their  or- 
ganization, many  of  them  having  been  built  by  construction 
companies,  which  sold  the  property  to  themselves  at  prices 
usually  double  the  cost,  issuing  bonds  and  stock,  had  gotten  in 
such  shape  that  they  were  unable  to  finance,  unable  to  carry  on 
the  business,  and  it  seemed  preferable,  if  the  citizens  served 
were  agreeable,  to  acquire  these  companies  and  start  a  different 
form  of  development.  The  third  method  was.  of  course,  the 
direct  development  by  the  company,  opening  up  new  areas,  and 
I  might  say  that  this  was  carried  on  very  actively.  During  the 
last  five  years,  nearly,  if  not.  1500  places  not  formerlv  reached 
by  the  Bell  lines  were  added  to  the  system ;  that  is,  by  places  T 
mean  places  having  a  name,  either  post-office  or  town  name. 
The  fourth  method  was  the  so-called  rural  plan,  which  is  still 


T.  P.  Sylvan.  1255a 

actively  being  pushed.  Under  this  rural  plan,  farmers  were 
induced  to  build  lines  to  the  nearest  exchange.  They  purchased 
equipment  similar  to  that  used  by  our  Company,  or  other  equip- 
ment of  a  standard  make,  and  obtained  the  service  from  us  at 
the  nearby  exchange.  We  have,  as  I  say,  at  the  present  time 
nearly  20,000  such  stations  served  in  Pennsylvania,  now  known 
as  service  stations. 

O.  Stations,  the  equipment  for  which  is  owned  by  rural 
associations  or  individuals,  but  connected  with  the  Bell  System, 
and  thereby  receiving  service  to  the  stations  of  the  Bell  System? 

A.  Yes,  sir.  These  stations  pay  either  $5.00  a  year  per 
station  in  the  smaller  places,  or  $7.50  per  year  in  the  larger 
places,  those  two  rates  being  the  standard  rates  throughout  the 
territory,  and  it  is  a  very  popular  form  of  development  among 
the  farmers. 

O.  What  is  the  requirement  as  to  the  standard  of  main- 
tenance of  the  equipment  of  such  farmers',  or  service,  stations  ? 

A.  There  is  a  standard  called  for,  but  the  Company — as 
showing  again  the  necessity  of  supervision  by  a  strong  company 
• — found  it  necessary  and  desirable  to  go  out  on  these  farmer 
lines  once  a  year,  making  inspections.  Once  a  year  we  send 
engineers  over  all  of  these  lines,  for  the  purpose  of  examining 
the  lines,  and  we  point  out  to  the  farmers  desirable  improve- 
ments to  be  made,  and  we  find  that,  in  the  main,  a  great 
many  of  these  farmers  will  accept  the  suggestions  and  have 
the  improvements  made.  We  find  a  natural  evolution  taking 
place,  however.  A  progressive  farmer  finally  comes  to  the 
conclusion  that  he  can  make  more  money  by  farming  and 
building  fences  than  he  can  by  keeping  up  telephone  lines, 
and,  at  some  stage  or  other,  he  will  come  to  the  Company  and 
say,  "Well,  now,  I  would  just  like  to  take  service  from  you 
and  have  you  do  all  the  work,"  and  at  that  stage  of  his  career 
we  enter  into  negotiations  whereby  we  acquire  his  line  and 
undertake,  of  course  for  an  added  compensation,  to  furnish 
him  a  regular,  so-called  multi-party  service,  at  the  rates 
standard  for  the  section  in  which  he  lives. 

Q.  What  other  plans  have  the  Companies  for  the  rural 
development? 

A.  There  are  the  two  plans — practically  three  plans,  it  is : 
the  connecting  company  arrangement,  which  is  taking  care  of 
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Ihc  small  places  throughout  the  State,  where  a  company,  a 
j^roup  of  farmers  or  a  small  commercial  company,  will  or- 
ganize to  handle  the  telephone  husiness  of  the  town  and  the 
surrounding  country;  and  then  there  is  this  so-called  rural 
line  scheme,  where  the  farmer  furnishes  the  line  and  equip- 
ment, and  then  there  is  the  multi-party  scheme,  where  the 
Company  builds  out  from  its  exchange  and  maintains  the 
service  the  same  as  it  does  within  the  city,  the  only  dilTerence 
being  that  there  are  a  number  of  people  on  the  one  circuit. 

Xow  starting  out  to  point  out  the  interest  of  one  section 
in  another,  it  was  found  that  the  telephone  business,  unlike 
any  other  public  utility,  carries  a  center  as  you  move  over  the 
State.  I'hiladelphia  was.  of  course,  more  directly  interested 
in  the  nearby  cities  than  in  the  distant  cities,  but  as  you  move 
on,  we  will  say  to  Lancaster,  you  could  not  develop  Lancaster 
having  in  mind  only  the  desire  of  Philadelphia,  because  you 
could  not  possibly  develop  Lancaster  without  developing  the 
continguous  territory  to  the  west.  While  Lancaster  had  an 
interest  in  Philadelphia,  it  also  had  an  interest  in  Harrisburg, 
so  that  Lancaster  would  say.  "Well,  if  you  cannot  give  us 
service  to  Harrisburg  and  other  points  to  the  west,  north  and 
south,  then  Philadelphia  is  not  a  sufficient  inducement."  Then 
as  you  move  to  the  west,  to  Harrisburg,  you  find  you  simply 
move  your  center  to  Harrisburg.  Harrisburg  says,  "We  like 
Lancaster ;  it  is  a  good  section ;  but  we  also  \vant  the  western 
section."'  As  we  moved  over  the  field,  we  found  that,  where- 
ever  we  moved,  we  came  into  a  center  of  intiuence,  where  the 
extreme  desire  for  service  was  within  a  reasonable  radius,  and 
then,  as  you  got  further  away,  it  became  attenuated  and  less 
of  a  necessity,  but  you  could  not  develop  a  one-sided  telephone 
system  ;  you  could  not  stop  at  one  point  and  say,  "Well,  this 
is  as  far  as  we  can  go,  and  no  further,"  but  you  found  all  the 
time  the  necessity  for  going  on,  and.  as  you  went  on,  you 
naturally  built  up  the  system,  which  carried  with  it  a  desire 
for  other  service ;  and  in  that  connection  we  have  prepared 
studies. 

O.  Before  taking  up   studies — by   which   I   suppose  you 
jnean  studies  indicating  the  fiow  of  the  traffic? 
A.  Yes. 
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O.  Let  us  take  up  elementary  propositions.  As  between 
Pittsburgh  and  Philadelphia — taking  extremes — are  the  sub- 
scribers to  the  system  in  the  city  of  Pittsburgh  interested  in 
the  number  of  subscribers  to  the  system  in  Philadelphia? 

A.  Yes,  extremely  interested  in  the  number,  for,  unless 
you  had  a  number  of  subscribers  in  Philadelphia  who  could 
be  reached  by  telephone  directly,  it  would  be  next  to  im- 
possible to  furnish  the  service. 

O.  How  was  it  furnished  in  the  early  days,  this  long- 
distance communication  ?  Was  it  possible  for  each  subscriber, 
from  his  instrument,  to  talk  to  every  other  subscriber  at  the 
latter's  instrument,  in  a  distant  city? 

A.  j^o.  In  the  early  days,  when  the  toll  lines  of  fairly 
long  distance,  as  we  then  considered,  from  Philadelphia  to 
Pittsburgh,  were  opened,  it  was  necessary  in  many  instances  to 
talk  from  a  public  pay  station. 

O.  In  other  words,  there  was  a  long  distance  point? 

A.  There  was  a  long  distance  point. 

O.  And  every  citizen  in  the  city  had  to  leave  his  place  of 
business,  or  his  residence,  and  go  to  that  long  distance  point, 
if  he  wanted  to  communicate  with  a  distant  city  ? 

A.  Yes,  sir,  that  was  necessary,  due  to  the  fact  that,  in 
many  instances,  the  early  development  of  the  telephone  did 
not  permit  of  commercial  service  being  rendered  from  sub- 
scribers'  stations. 

O.  That  was  owing  to  the  equipment? 

A.  To  the  equipment,  lack  of  local  development,  and  to 
the  circuits  themselves.  The  whole  thing  had  to  be  studied 
out  and  worked  out  with  a  view  to  getting  sufficient  efficiency 
in  the  local  plant  to  work  with  the  long  distance  plant  and 
give  a  sufficient  service.  I  have  a  distinct  recollection  of  a 
thing  that  happened  in  Ohio,  at  the  time  the  A.  T.  &  T.  built 
long  distance  lines  into  Cincinnati.  The  Cincinnati  comi)any 
was  a  very  progressive  company — the  Dell  Company  had  inter- 
ests in  it — and  demands  were  made  to  connect  the  long  distance 
lines  with  the  local  system.  The  transmission  was  so  poor 
that  it  failed,  and  for  upwards  of  two  years  any  long  distance 
business  to  any  distant  point,  Chicago,  or  Cleveland,  or  the 
East,  could  l>e  transmitted  only  from  the  ])ay  station  ;  and  it 
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was  not  because  of  a  desire  not  to  connect,,  but  because  of  tbe 
failure  of  the  system  to  furnish  adequate  transmission  power. 

Q.  While  that  was  the  condition  in  the  earlier  days,  is  it 
or  not  now  the  fact  that  the  entire  Bell  System  is  so  con- 
structed that  any  subscriber,  from  his  station,  may  reach  any 
other  subscriber  throughout  the  whole  State,  or,  for  that 
matter,  in  any  other  State  of  the  Union,  up  to  the  limit  of 
transmission  of  the  human  voice  by  a  telephone? 

A.  Yes.  sir.  The  later  years  have  seen  the  perfection  of 
equipment  and  the  work  so  co-ordinated  that  it  is  now  possible 
to  talk  from  one  of  the  stations  to  any  of  the  other  stations, 
within  the  limits  of  transmission,  and  that  limit  is  constantly 
being  extended.  Only  recently  New  York  was  connected  with 
Denver,  furnishing  commercial  service  between  those  two 
points. 

O.  So  that  the  more  people  there  are  having  telephones  in 
their  places  of  business,  or  their  residences,  in  the  City  of 
Philadelphia,  the  more  valuable  the  telephone  is  to  each  citi- 
zen having  a  telephone  in  Pittsburgh? 

A.  Absolutely.  In  fact,  without  the  terminal  facilities 
being  adequate  and  commercially  possible  to  talk  over,  long 
distance  telephony  would  be  impossible,  as  business  men  refuse 
point  blank  to  be  called  from  their  business,  to  be  compelled 
to  wait  long  times  at  public  pay  stations. 

O.  In  that  connection,  would  you  trace  what  is  known 
as  an  exchange,  or  local  call?  Suppose  a  telephone  instru- 
ment were  located  on  this  table,  and  you  desired  to  call  some- 
body down  in  the  Hotel  Bolton.  Will  you  please  trace  that 
call  over  the  facilities,  and  the  various  phases? 

A.  In  making  a  local  call  from  this  table,  you  would  take 
the  receiver  ofif,  you  would  get  the  operator  in  the  central 
office  here,  and  the  central  office  operator  would  complete  the 
call  by  connecting  with  a  telephone  line  going  to  the  hotel. 

O.  The   connection   being   made   on   the   switchboard? 

A.  Being  made  on  the  switchboard.  In  the  larger 
cities  this  often  involves  the  use  of  two  switchboards,  and 
a  trunk  line  l^etween  the  first  switchboard  and  the  switch- 
ijoard  of  the  second  exchange.  Then  the  call  is  completed 
by  the  person  in  the  hotel  talking. 
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O.  So  that,  in  that  case,  the  equipment  would  be  the 
telephone  on  the  desk,  the  wire  from  that  telephone  in- 
strument to  the  switchboard  in  the  exchange,  and  the  wire 
connecting  the  jack  of  this  subscriber  here  with  the  jack 
of  the  subscriber  desired  to  be  reached,  and  then  the  line 
from   the   switchboard   to   tbat   subscriber? 

A.  To  the  subscriber  called. 

O.  And  the  operation  necessary  would  be  that  of  the 
operator  at  the  switchboard?  In  a  system  like  Harrisburg, 
where  there  is  only  the  one  switchboard,  there  would  be  but 
that  one  operator  involved  ? 

A.  Yes.  You  might  take  a  call  from  this  same  tele- 
phone to  Steelton,  which  is  local  to  Harrisburg,  and  which 
would  involve  the  same  process  of  getting  the  operator 
at  the  ollfice  here,  then  a  trunk  line,  which  is  to  all  intents 
and  purposes  a  toll  line,  and  so  shown  on  the  map,  to  the 
Steelton  office,  and  at  the  Steelton  office  you  would  get 
another  operator,  who,  in  turn,  would  connect  with  the 
line  to  the  terminal  point  in  Steelton,  involving  practically 
the  same  procedure  as  what  we  term  a  toll  call  does. 

Q.  Now  will  you  kindly  take  up  a  call  from  this  same 
supposed  instrument  on  this  desk,  say  to  Lancaster.  Sup- 
pose you  wanted  to  call  somebody  in  Lancaster ;  how  would 
you   do  it  from   this  instrument? 

A.  The  call  made  to  Lancaster  would  be  made  exactly 
the  same  as  to  the  hotel  here,  the  only  difiference  being 
that,  when  the  operator  was  reached  in  the  central  office 
here,  you  would  give  the  name  of  the  exchange  wanted, 
and  the  operator  at  the  office  might  have  one  of  twa 
courses  open ;  if  it  were  a  point  nearby;  to  which  the  traffic 
was  heavy,  she  might  have  available  directly  a  line ;  if  it 
were  to  a  point  not  so  available,  she  would  call  a  toll  oper- 
ator in  the  central  office,  who,  in  turn,  would  call  Lan- 
caster toll   operator. 

By  Commissioner  Tone:— 
O.  Over  what  line? 
A.  Over  a  toll  line. 
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(J.  (  )f  llu'   I'ell   Coni])any? 

A.  ()f  the  liell:  in  the  case  of  Lancaster,  over  the  Bell, 
and  the  operator  there  would  call  the  subscriber.  The  same 
|)roperty  that  you  had  used  in  making  the  call  to  the  hotel 
would  be  used  in  making-  the  call  to  Lancaster,  with  the  addi- 
tion of  a  toll  line  to  Lancaster  and  the  local  exchange  line  and 
cquii^ment  serving  the  person  called  for  in  Lancaster. 

r.v  Mr.  ALvrve: — 

Q.  The  same  instrument  here  on  this  desk? 

A.  The  same  instrument,  and  the  same  operator  would 
answ^er  you  originally,  in  each  case. 

O.  And  the  same  wire  would  be  used  from  this  instru- 
ment down  to  the  exchange? 

A.  The   same   wire. 

O.  And  the  same  operator  there  and  the  same  switch- 
board ? 

A.  Yes,  sir.  The  only  additional  equipment  used  in 
the  second  call  over  that  used  in  the  first  call,  would  be 
the  toll  line  between  Harrisburg  and  Lancaster. 

O.  And  after  the  call  got  to  Lancaster,  the  process 
would  be  just  reversed? 

A.  Reversed,  the  local  equipment  there  again  perform- 
ing the  function  that  the  local  equipment  performed  in 
Harrisburg  in  originating  the  call. 

O.  So  that  in  the  course  of  a  day  the  same  instrument 
is  used  may  be  alternatively  to  send  a  local  call  and  to  send 
what  we  may  call  a  toll  call? 

A.  Yes,  sir. 

O.  Or  an  interconnecting  call? 

A.  Yes,  sir. 

O.  The  same  equi])ment  in  the  exchange  and  the  same 
operators  ? 

A.  Yes.  sir. 

O.  -V  portion  of  their  time  is  being  devoted  to  handling 
local  calls  and  a  portion  of  their  time  to  toll  calls? 

A.  Yes.  sir.  There  have  been  attempts  made  at  times 
to  segregate  the  property,  with  a  view  to  determining  the 
costs,  but  it  has  always  been  found  impossible,  because  from 
the  same  instrument,  at  different  periods  of  time  the  instru- 
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ment  would  be  used  in  a  different  manner.  One  month  there 
might  be  a  great  many  toll  calls  from  this  instrument,  and 
another  month  there  might  not  be  any  toll  calls  at  all :  so  that 
you  never  had  a  constant  to  use  in  determining  the  cost  of 
that  local  property  and  the  local  operating  force,  which  was 
being  used  in  connection  with  the  toll  ecjuipment. 

O.  And  from  tiie  subscriber's  standpoint  the  service  re- 
ceived in  each  case  is  identically  the  same  thing? 

A.  Identical:  so  far  as  he  is  concerned,  there  is  no  dif- 
ference in  talking  to  Lancaster  and  elsewhere  save  in  the  matter 
of  method  of  charge.  The  modern  method  now  being  intro- 
duced being  the  so-called  two-number  call,  a  scheme  wherebv 
it  is  just  as  easy  to  get  Lancaster  as  it  is  to  get  a  number  here, 
all  delays  being  cut  out,  all  lines  from  Lancaster  being  within 
access  of  the  originating  operator,  so  that,  in  calling  a  Lan- 
caster number,  you  get  that  number  without  leaving  vour 
telephone.  That  is  the  expeditious  way,  both  from  the  stand- 
point of  the  Company  and  from  that  of  the  subscriber. 

O.  In  other  words,  a  person  in  Harrisburg  desiring  to 
telephone  to  Lancaster,  would  simply  take  the  telephone  up 
and  say,  "Give  me  347  Lancaster." 

x\.  Yes,  sir. 

O.  And  if  you  wanted  some  one  in  Harrisburg,  yon 
would  say,  "Give  me  421  Harrisburg." 

A.  Yes.  That  is  particularly  true  when  you  come  to 
larger  cities,  like  Harrisburg  and  Philadelphia,  where  you 
have  a  great  number  of  offices  within  the  city,  and  you  mighv 
say  everv  call  to  a  point  within  the  city  becomes,  if  you 
wanted  to  use  the  narrower  term,  a  toll  call ;  that  is,  there  is  a 
trunk  line  involved  to  another  office ;  the  only  dift'erence  being 
that  a  certain  fixed  charge  for  this  service  is  included  in  the 
payment  made,  so  much  per  month,  while  you  may  call  just 
a  little  further,  outside  of  the  city,  the  same  apparatus  being 
used — a  little  longer  line  being  used  but  the  same  amount  of 
property  being  involved — and  there,  in  place  of  its  being  in- 
cluded as  a  part  of  the  flat  charge,  you  have  a  toll  charge  in- 
volved, that  being  a  convenient  way  of  ec[uitably  distributing 
the  burden  and  the  cost. 
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(J.   A  ninttcr  of  classification? 

A.  A  matter  of  classification. 

Q.  As  illustrating  this  interdependence  of  the  telephone 
subscribers  in  one  locality  with  telephone  subscribers  or  pa- 
trons in  another  locality,  have  you  prepared  exhibits  showing 
the  flow  of  traffic  between  representative  places  in  Pennsyl- 
vania? 

A.  1  liave  had  such  exhibits  prepared.  As  indicating  the 
point  1  brought  out,  of  the  difficulty  in  allocating  any  exact 
proportion  of  the  apparatus  to  toll  service,  we  have  prepared  a 
small  statement  showing  the  variation  in  the  percentage  of 
subscribers  using  tolls. 

Q.  Is  that  this  paper  I  now  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  The  Central  District  Telephone  Com- 
pany in  the  State  of  Pennsylvania,  Statement  Showing 
the  Percentage  of  Toll  Using  Subscribers  in  Typical  Ex- 
changes in  the  State  of  Pennsylvania  for  the  month  of 
January,  1913,  and  for  the  year  of  1913"  ofifered  in  evi- 
dence and  marked  Exhibit  4-V.) 

O.  What  was  this  statement  marked  4-\^  intended  by  you 
to  show  ? 

A.  It  is  intended  to  show,  for  the  towns  listed,  the  pro- 
portion of  the  subscribers  using  the  toll  lines  in  the  month  of 
January,  1913,  and  during  the  year  1913.  It  will  thus  be 
seen  that,  while  but  27%  of  the  subcribers  in  Altoona  used 
the  toll  lines  during  the  month  of  January,  considering  the 
year,  577o  of  the  subscribers  in  that  city  used  the  toll  lines. 
In  other  words,  other  subscribers,  while  not  having  occasion 
to  use  it  in  January,  used  it  in  some  other  months  of  the  year, 
so  that,  when  the  year  as  a  whole  was  considered,  Sy^c  of  the 
subscribers  in  that  city  had  occasion  to  use  the  toll  lines.  The 
same  thing  is  true  with  reference  to  the  other  towns  listed. 
Take  Bryn  Mawr:  82%  of  the  subscribers  used  the  toll  lines 
in  January,  while  97%  of  the  subscribers  used  them  at  some 
period  of  the  vear  1913. 
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O.  And  Philadelphia? 

A.  In  Philadelphia  46%  of  the  subscribers  used  it  in  the 
month  of  January,  1913,  while  88%  of  the  subscribers  used 
the  toll  lines  during  the  whole  period  of  the  year  1913. 

O.  I  see  you  have  on  the  statement  data  for  eight  cities 
or  towns.  Is  there  any  significance  in  these  particular  towns 
selected  or  indicated  here? 

A.  None  whatever,  save  that  it  was  supposed  to  repre- 
sent typical  conditions  in  the  State;  that  is.  taking  suburban 
towns  like  Bryn  Mawr,  which,  of  course,  have  a  very  heavy 
toll  service,  a  good  deal  of  it  to  the  contiguous  city,  and  the 
industrial  centers  like  Pittsburgh. 

O.  When  you  selected  Altoona.  did  you  know  what  per- 
centage you  were  going  to  have? 

A.  No,  sir. 

Q.  And  when  you  selected  Philadelphia,  did  you  know 
the  percentages  you  were  going  to  have? 

A.  No,   sir. 

O.  \\'hen  vou  selected  Harrisburg,  or  anv  of  those  other 
places,  did  you  know  what  percentage  you  were  going  to 
have  ? 

A.  No,   sir. 

O.  Had  you  anv  idea  whether  they  were  large  or  small 
users  ? 

A.  No,  sir.  It  was  desired  not  to  burden  the  Engineering 
Department  with  making  a  list  of  the  entire  State.  It  was 
merely  to  bring  out  whatever  the  figures  would  show  as  to 
this  differing  use  of  toll  lines,  which  we  all  knew  existed,  and 
which  made  it  practically  impossible  to  allocate  any  ])ortion  of 
the  equipment  to  toll  line  use,  as  against  local  use. 

Bv  Commissioner  Pennvpacker: — 

O.  I  suppose  one  use  of  a  single  toll  line  would  put  a 
person  in  that  percentage,  would  it? 

A.  Yes,  sir.  It  only  has  the  significance  that,  if  you  were 
going  to  charge  a  portion  of  that  local  exchange  to  tolls,  you 
would  find  it  absolutely  impossible,  due  to  differing  condi- 
tions. Next  year  the  rate  might  be  entirely  diff'erent.  In 
•other  words,  if  we  should  adopt   a  jKjlicy  of  charging  a  toil 
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lo  Stcelton — and  that  again  is  an  interesting  phase,  because 
il  i-e])rcsents  the  early  growth  of  the  telephone  system.  In 
iii;ln\-  ])laccs  a  small  outlying  town  will  first  be  developed  as 
a  part  of  the  larger  town,  by  long  lines  built  out  to  this  little 
town,  and  the  rates  will  include  service  to  the  larger  town. 
The  growth  will  continue  until  the  numl^er  of  lines  which  you 
have  to  build  from  the  larger  town  to  the  smaller  town  be- 
comes a  serious  problem,  due  to  the  fact  that  the  main  serv- 
ice requirement  is,  of  course,  among  the  subscribers  in  th.e 
small  town.  These  multi-party  lines,  with  so  man\-  on  one 
line,  make  it  extremely  difficult  for  one  man  to  talk  to  another, 
due  to  the  chances  of  finding  the  line  in  use.  The  Company 
then  finds  it  necessary  to  open  a  jievv  exchange  in  this  small 
area,  and  it  is  confronted  with  a  problem.  It  may  open  this 
little  exchange  and  make  the  service  to  the  larger  town  a  part 
of  the  local  area,  included  in  the  rate.  It  may,  on  the  other 
hand,  find  that  the  people  in  this  smaller  town  are  not  so 
nuich  interested  in  the  larger  town,  and  instead  of  paying  a 
relatively  high  rate  for  service,  with  the  privilege  of  calling 
the  larger  town,  thev  may  determine  it  to  be  to  their  interest 
to  have  a  lower  rate,  with  the  privilege  of  talking  among 
themselves,  and  a  toll  to  the  larger  town. 

V>\  Mr.  Marye  : — 

O.  For  their  occasional  use? 

A.  For  their  occasional  use.  Thus  in  one  instance  this 
line  becomes  a  toll  line,  and  in  the  other  instance  it  is  a  trunk 
line  and  considered  as  part  of  the  exchange  area.  At  present 
Steelton  has  local  service  to  Harrisburg,  without  toll,  and 
there  is  a  heavy  volume  of  traffic,  as  our  traffic  charts  will 
show.  It  may  be  entirely  possible,  as  time  goes  on,  that  it 
mav  be  desirable  to  revise  the  rate,  changinof  the  rate  in 
Steelton  and  making  a  toll  charge  to  Harrisburg.  That  proba- 
bly will  not  happen,  on  account  of  its  being  so  close,  but  there 
are  other  examples  throughout  the  State,  where  there  are 
greater  distances  involved. 

O.  Is  not  that  absolutely  of  the  very  essence  of  the  de- 
velopment of  a  territory  ?  You  have  that  problem  present  with 
you  all  the  time? 

A.  Absolutely.     It  is  the  evolution  of  rate-making. 
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Bv  Commissioner  Pennvpacker  : — 

Q.  Do  the  people  determine  that  question  for  themselves, 
or  does  the  Company  determine  it  for  them? 

A.  I  will  sa}-  that,  in  the  modern  conception  of  rate-mak- 
ing, as  we  now  deal  with  it,  the  people  determine  it  themselves. 

By  >.Ir.  Marve  : — 

Q.  In  the  ultimate  analysis? 

A.  In  the  ultimate  analysis.  That  is,  the  people  are  ap- 
proached with  the  question  of  whether  they  prefer  to  pay  a 
lump  sum  for  a  larger  area,  or  whether  they  prefer  to  pay  a 
lower  rate  for  the  smaller  area,  with  the  toll,  and  we  find  pro- 
gressive merchants  in  some  of  these  little  towns  advocating 
the  separation,  on  the  assumption  that,  while  for  their  own 
immediate  requirements  the  larger  rate  may  serve  them  well, 
they  realize  that,  by  insisting  upon  that  arrangement,  a  great 
many  small  users  in  those  little  towns  are  deprived  of  having 
service. 

By  Commissioner  Pennvpacker: — 

O.  \Miat  means  do  you  adopt  to  ascertain  what  they 
realize? 

A.  We  canvass  the  area.  \\t  have  the  alternative  plans 
available,  and  we  canvass  the  subscribers,  explain  the  condi- 
tions to  them,  and  are  guided  largely  by  their  determination 
of  what  they  prefer.  It  would  be  possible  to  have  a  rate  high 
enough,  in  the  State  of  Pennsylvania,  to  entitle  you  to  talk 
all  over  the  State.  Of  course,  everyone  recognizes  that  to  be 
foolish,  because  it  would  result  in  so  high  a  rate  that  it  would 
make  telephone  service  prohibitive,  except  to  the  very  large 
users.  So  the  whole  ciuestion  of  toll  and  local  service  is  a 
question  of  one  service,  and  the  only  difference  in  classifica- 
tion becomes  one  of  equitable  charges,  so  as  to  charge  a 
rate  which  is  equitable  to  the  largest  number  of  people  in- 
volved. 

O.  Even  then,  I  suppose,  you  would  have  a  toll  rate 
outside  of  the  State? 

A.  Xot  necessarily.  As  a  good  example  of  that  we 
have    Phillipsburg    and    Kaston,    which    are    local    to    each 
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other,  ^'<m  know  lMiillipsl)urg  is  one  side  of  the  river,  in 
Jersey,  and  l^aston  is  on  the  other. 

(.).  If  you  had  I'ennsylvania  in  one  exchange  and  con- 
nected a  station  outside  of  that  exchange,  I  suppose  you 
would   charge   a   toll? 

A.  That  would  again  de])cnd.  Of  course,  it  is  un- 
thinkable that  pco])le  would  want  such  a  service,  because 
of  the  prohibitive  rate  which  would  naturally  result  and 
the  waste  which  would  naturally  result,  because  in  many 
cities  to-day  they  are  confronted  with  the  idea  that  there 
is  a  great  deal  of  useless  talking,  that  ties  up  lines  to  the 
detriment  of  legitimate  business,  so  that  in  the  cities  the 
message  rate  becomes  an  absolute  essential  to  have  any 
sort  of  service  at  all.  If  the  message  rate  were  eliminated, 
you  would  have  a  condition  such  as  they  have  had  in  De- 
troit, where  the  rate  situation  is  so  bad  because  of  the 
enormous  volume  of  useless  traffic.  It  is  not  only  useless 
traffic,  but  people  will  abuse  the  privilege.  So  few  having 
telephones,  comparatively  speaking,  on  account  of  the 
rates,  the  neighbors  come  in  to  use  the  telephone. 

By  Commissioner  Tone: — 

Q.  Did  you  malce  any  comparison  of  the  number  of  mes- 
sages?    (Referring  to  Exhibit  A-Y) 

A.  No..  The  main  purpose  in  making  this  statement  was 
merely  to  show  that  you  could  at  no  time  find  a  constant. 
That  is.  if  you  should  go  in  there  one  month,  in  Altoona. 
you  would  say,  "Well,  27%  of  the  people  only  are  interested 
in  toll  service,"  whereas  the  next  month  that  might  be  40%, 
and  the  next  month  it  might  be  57%.  So  the  factors  are  so 
varying  that  it  is  impossible  for  us  to  say,  of  that  instrument 
on  this  desk,  that  a  certain  proportion  represents  toll  use. 
It  is  not  only  the  town  that  varies,  but  the  individual  instru- 
ments in  the  town  vary  from  month  to  month.  You  may 
have  a  tri-party  convention,  as  there  was  in  Harrisburg  the 
other  day,  with  an  extremely  heavy  toll  traffic  for  a  day  or 
two,  and  then  again  the  toll  traffic  will  drop  off,  so  there  is 
no  constant  you  can  pick  out  for  allocating  equipment. 
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By  Mr.  Marye: — 

Q.  The  individuals  themselves,  the  subscribers,  could  not 
indicate  it? 

A.  Xo,  there  is  no  way  of  doing  it.  After  all,  telephone 
service  is  just  what  it  means.  It  is  service  to  the  point  you 
want  to  talk  to,  at  the  time  you  want  to  talk,  and  we  find  no 
practical  way  of  separation. 

O.  Then  is  it  not  a  fact  that  there  is  an  intercommunity 
of  interest  between  all  the  patrons  of  the  telephone  system? 

A.  Yes. 

O.  Is  that  more  or  less  intensified  in  the  telephone  busi- 
ness than  perhaps  in  any  other  business? 

A.  There  is  no  business  that  I  have  ever  discovered  where 
the  same  conditions  hold  good.  You  find  everyone  has  an 
interest  in  a  certain  personnel  in  other  towns,  that  is,  a  certain 
number  of  subscribers.  They  vary ;  one  man  has  one  group, 
another  man  has  another.  We  find  that  in  canvassing  for 
business.  \\'e  have  often  gone  to  a  man,  particularly  if  there 
were  a  competitive  condition,  who  has  told  us,  "If  you  can  get 
these  six  people  to  take  the  service,  I  prefer  your  serv-ice  to 
what  I  have  now  and  I  will  take  it,"  and  our  canvassers,  par- 
ticularly the  green  ones,  go  ofif  happy,  and  they  approach 
those  six  men ;  but  the  minute  they  approach  the  first  man  he 
has  a  list  of  five  entirely  different  men,  the  first  man  being 
but  one  of  the  six.  So  the  canvasser  soon  discovers  that,  if 
he  is  going  to  undertake  the  job  of  getting  the  first  six,  he 
has  an  endless  task  on  hand,  because,  as  I  say,  the  intimate 
associates  of  each  man  are  different  associates  from  those  of 
the  man  before. 

By  Commissioner  Pexxypacker: — 

O.  I  am  not  at  all  sure  that  your  theory  is  correct.  I 
should  think  that  experience  would  work  out  a  principle  in 
determining  those  questions.  You  know  there  is  a  certain 
proportion  of  people  who  commit  suicide  every  July,  and  the 
proportion  is  pretty  well  known.  Of  course,  if  all  the  people 
who  used  a  railroad  were  to  go  one  afternoon  the  railroad 
would  be  very  much  in  trouble,  but  it  is  found,  in  the  long 
run.  that  a  certain  number  go  each  afternoon,  although  vou 
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do  not  know  them  and  you  cannot  tell  who  they  are,  or  when 
they  are  going  to  come  or  what  they  are  going  to  come  for; 
l)tit,  by  trying,  after  a  long  while  you  do  learn.  You  know 
the  insurance  companies  find  out  how  long  a  man  is  going  to 
live  on  the  average,  and  determine  accordingly.  T  should 
think  the  telephone  would  work  out  the  same  way. 

A.  We  find,  of  course,  that  the  law  of  averages  applies, 
so  far  as  the  quantity  of  service  is  concerned,  that  we  get 
from  a  town.  That  works  out,  but  the  law  of  averages  does 
not  work  out  with  reference  to  the  individual  use,  because  it 
is  a  constantly  changing  proposition.  That  is,  we  open  up  a 
new  station  to-morrow,  and,  that  station  being  open  to  the 
public  and  not  being  open  to-day,  it  completely  changes  the 
viewpoint  of  one  group  of  subscribers.  For  example,  we  have 
a  demand  for  the  opening  of  an  exchange  in  a  certain  town ; 
we  finally  make  a  connecting  arrangement  with  that  town  and 
do  open  an  exchange  there,  and  we  immediately  find  that  the 
traffic  in  the  town  changes  its  complexion. 

Q.  You  gave  as  an  illustration  the  political  committees 
that  were  here  yesterday.  It  is  true  they  are  not  here  to-day, 
but  to-morrow  there  will  be  a  circus,  perhaps,  or  something 
else,  and,  by  experience,  you  will  find  out  the  general  run  of 
things? 

A.  As  I  say,  we  find  that  the  volume  of  traffic  varies 
throughout  the  year  and  throughout  the  months  of  the  year, 
and  we  have,  of  course,  got  to  use  that  picture  in  determining 
the  facilities  to  be  furnished ;  but  the  point  w^e  have  been  try- 
ing to  get  at  was  whether  you  could  find  any  constant  which 
was  fairly  accurate  for  the  purpose  of  determining  what  each 
mstrument  in  the  plant  should  be  taxed  for  the  purposes 
of  allocating  investment  to  tolls.  That,  as  I  say,  might  be 
accomplished  if  there  were  not  growth,  but,  with  the  constant 
opening  of  new  territory,  and  the  constant  changing  of  terri- 
tory, that  factor- is  changing  all  the  time,  and  then  there  are. 
of  course,  other  factors  that  enter  into  this  proposition  as  to 
the  cost  elements.  You  take  for  example  in  the  olden  days : 
when  we  made  a  toll  rate,  the  toll  lines  were  so  few — and  the 
same  is  true  of  the  telegraph — that  we  would  have  to  charge 
the  toll  rate  according  to  the  mileage  covered.     That  is,  here 
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is  the  town  of  Everett  (indicating  on  map),  which  w'ill  have 
a  call  for  the  town  of  Mercersburg.  The  air  line  distance 
from  Everett  to  Alercersburg  is  much  less  than  the  air  line 
distance  to  Greencastle,  and  yet  we  are  compelled,  by  reason 
of  the  lay  of  our  lines,  to  go  through  Shippensburg,  Cham- 
bersburg  and  Greencastle  to  reach  this  point.  Now  in  the 
olden  time  w^e  had  to  charge  a  higher  toll  rate  to  this  point 
than  we  did  to  Chambersburg,  because  of  the  route  involved, 
and  that  made  an  injustice.  In  other  words,  the  accidental 
location  of  our  toll  lines  with  reference  to  a  town  made  all 
the  difference  in  the  world  as  to  toll  rates. 

By  Mr.  Marye:— 

O.  Would  not  that  be  absolutely  necessary,  if  the  toll 
system  were  separate  and  distinct  from  the  exchange  system? 

.\.  Yes,  sir,  absolutely,  because  there  would  be  no  inter- 
related benefit  to  the  toll  line  company,  that  is,  in  the  build- 
ing up  of  the  local  exchange,  and  the  result  would  be  that  the 
rates  would  have  to  be  based  on  the  toll  line  mileage.  •  Now 
we  have  approached  the  condition  in  Pennsylvania  where  we 
hope  to  put  in  a  schedule  which  is  based  on  air  line  distances, . 
so  that  between  these  two  towns  (indicating  on  map)  we  will 
have  a  lower  toll  line  rate  than  we  have  to  the  towns  nearer, 
so  far  as  the  circuits  are  concerned,  using  the  air  line  as  the 
basis  of  determining  the  rates. 

By  Commissioner  Ton'k  : — 

Q.  What  is  the  basis  of  tolls  at  the  present  time? 

.\.  The  basis  at  present  is,  unfortunately,  a  relic,  partially 
air  line  and  partially  the  old  toll  line.  It  is  a  matter  that 
has  been,  I  think,  practically  worked  out,  and  the  rates 
will  be  filed.  Then  again,  on  the  cost  of  making  extensions: 
A  town  that  happened  to  be  located  on  a  through  toll  line 
route  would  naturally  have  the  advantage  of  these  toll  pole 
lines  in  the  country  for  developing  both  the  town  and  the 
country.  You  could  easily  place  upon  the  same  pole  lines 
the  cable  and  the  distribution  system  necessary  to  feed  the 
town.  Now  you  come  to  another  town  and  it  happens 
to    be    off    the    main    line,    and    you    start    a    development 
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iIktc  and  you  lincl  an  entirely  ditterent  condition.  You 
liiid  no  toll  lines  to  aid  in  your  building  and  you  have  to 
Imild  a  C()nii)lcte  local  plant.  Now  that  happens  merely  be- 
cause of  the  accident  of  location  so  far  as  our  toll  lines  are 
concerned,  and,  if  we  were  to  attempt  this  segregation,  if 
we  were  to  attempt  to  keep  toll  lines  as  one  proposition  and 
local  exchanges  as  another  proposition,  and  not  view  them 
as  all  one  system,  we  would  have  distortions  in  rates  that 
would  simply  mean  endless  trouble  to  the  Commission  and 
endless  trouble  to  ourselves,  because  naturally  these  people 
would  come  to  the  Commission  and  say,  "It  is  not  our  fault 
that  they  have  not  chosen  this  route  to  come  into  town,  tliat 
they  have  come  around  some  other  way  to  reach  the  town,"' 
and  we  would  answer  that  it  happened  to  be  the  logical  way 
for  us  to  develop,  because  of  the  existing  property. 

Q.  What  method  do  you  use  in  routing  toll  messages? 

A.  We  naturally  use  the  shorter  routes. 

O.  As  between  Bell  lines  and  A.  T.  &  T.  lines? 

A.  That  is  determined  largely  by  considering  the  feasible 
routes.  We  have  avoided,  so  far  as  possible,  duplicating 
routes,  and  the  A.  T.  &  T.  forms  practically  a  part  of  our 
system,  for  the  purpose  of  interchange  of  facilities. 

O.  In  your  discussion  this  morning  you  treated  it  as  a 
part  of  the  Bell  System? 

A.  Yes,  sir.  So,  when  we  take  the  whole  situation  into 
mind,  we  find  that,  after  all,  the  service  proposition  is  State- 
wide. That  is,  we  consider  the  whole  proposition  necessarily 
from  a  State-wide  standpoint,  and  that  town  which  happens 
to  lie  located  on  a  through  toll  line,  and  thereby  relieves 
us  of  investment  in  the  form  of  pole  lines,  shares  with  the 
town  that  is  not  so  located  the  general  benefit  of  that  ar- 
rangement, so  that  the  whole  system  may  work  to  the  very 
best  advantage.  Now  in  this  connection  you  have  your  tralific 
studies. 

By  Mr.  Marye: — 

Q.  Have  you  prepared  studies  showing  the  flow  of  traffic 
from  various  points  in  Pennsylvania  to  other  points  in  Penn- 
sylvania ? 

A.  Yes,  sir. 
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(Exchange  Traffic  Charts  for  Altoona,  Bryn  Mawr, 
Carbondale.  Greensburg.  Hamburs;.  Harrisburg',  Hum- 
melstown,  ]\lt.  Pleasant,  Philadelphia,  Pittsburgh,  Potts- 
town,  Reading,  Scranton  offered  in»  evidence  and  marked 
Exhibit  4-\\',  pages  1-13.) 

]\1r.  ]\Iarve  :  I  will  state  to  the  Commission  that  this 
exhibit  which  ^Ir.  Sylvan  will  now  put  in  has  been  marked 
"Exhibit  4-\\',  pages  1-13,"  and  each  page  will  represent  one 
exchange,  showing  the  traffic  from  that  exchange  to  all  the 
others  in  the  State,  and  it  will  be  arranged  alphabetically. 
Thev  are  all  the  same  thing,  so,  in  order  to  hasten  matters, 
]\Ir.  Sylvan  can  just  take  up  one  and  explain  what  it  repre- 
sents. 
By  ]\1r.  ]\1akye  : — 

O.  Were  these  towns  selected  with  any  particular  pur- 
pose ? 

A.  Xo.  They.  a;'ain,  v>ere  typical  towns,  having  in  mind 
taking  a  town  near  the  border,  which  would  show  a  traffic 
into  the  contiguous  territory,  and  taking  various  towns 
throughout  the  State,  so  as  to  get  a  fairly  representative 
condition. 

O.  They  are  large,  medium  sized  and  small? 

A.  Yes.' 

O.  Xow  will  you  please  take  up  the  sheet  of  Exhibit  4-W 
rejM-esenting  traffic  data  for  the  city  of  Harrisburg.  and  ex- 
plain to  the  Commission  exactly  how  that  sheet  is  constructed 
and  what  the  names  and  numbers  and  lines  thereon  indicate? 

A.  This  sheet  shows  the  amount  of  traffic  from  Harris- 
burg to  the  towns  named. 

Bv  Commissioner  Pexxvp.vcker  : — 

O.  I  do  not  see  that  it  fixes  any  time? 

A.  This  is  as  of  June.  1912,  estimated  from  the  records 
of  traffic  from  June  3d  to  7th,  1912.  Tbat  is,  it  was  taken 
over  that  period  of  time,  as  shown  in  the  little  enclosure. 

P.v  Mr.  Marve  : — 

O.  It  is  the  number  of  messages  per  year,  based  upon  a 
studv  made  between  v>hat  dates ? 


1272a  T.  P.  Syhmi. 

A.  J'.ctwfcn  June  3(1  and  June  7th  of  the  year  1912. 

(J.  In  other  words,  it  is  an  estimate  of  the  number  of 
messages  going  out  of  llarrisliurg  to  various  points  in  the 
State  of  Pennsylvania  for  a  year,  based  upon  a  study  made 
of  four  days  in  the  month  of  June.  1912? 

A.  ^'es.  sir.  ^'ou  will  note  that  this  exhibit  shows  the 
liusiness  to  the  various  towns,  Philadelphia,  Mechanicsburg, 
Carlisle,  etc.,  the  number  of  messages  on  that  basis. 

Bv  Commissioner  Pennvpacker: — 

O.  It  is  an  estimate  for  a  year,  is  it.  based  upon  an  ascer- 
tainment for  four  days? 

A.  Yes,  sir. 

Bv  AIr.  Swavze: — 

0.   How  did  you  get  .the  four  days? 

A.  It  involved  considerable  labor.  It  necessitated  a  study 
of  each  ticket,  every  toll  call  to  every  one  of  those  cities  in 
those  four  days,  and  is.  of  course,  an  entirely  different  pro- 
portion from  the  one  where  we  were  trying  to  allocate  it  to 
subscribers.  There  is  no  attempt  made  to  allocate  this  to  sub- 
scribers. This  is  from  the  entire  City  of  Harrisburg  to  the 
entire  City  of  Philadelphia,  etc. 

Bv  yiR.  Marve: — 

O.  In  order  to  make  this  up,  you  had  to  study  and  count 
every  toll  ticket? 

A.  Every  toll  ticket. 

O.  For  toll  calls  sent  out  of  the  City  of  Harrisburg  dur- 
ing those  four  days? 

A.  Yes,  sir. 

Bv  CoJkiMissioxER  Tone: — 

Q.  Did  you  get  the  total  number  of  local  messages  these 
days.  too.  in  Harrisburg? 

.\.  I  do  not  think  so.  We  do  that  every  month,  as  a  regu- 
lar proposition.  We  take  what  we  call  a  peg  count  on  the  local 
tratiic   for  other  purposes.     But  we  did  take  into  considera- 
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tion  the  calls  to  Steelton,  and  that  is  a  very  interesting  fea- 
ture. Steelton,  as  is  shown  on  this  exhibit,  is  within  the  local 
area,  and  there  are  no  toll  charges  on  that  business ;  but,  if  we 
cannot  consider  the  State  as  a  w^hole  in  our  treatment  of  these 
various  towns,  you  can  readily  see  what  a  predicament  we 
would  find  ourselves  in.  If  we,  for  example,  should  change 
our  method  of  rates,  reducing  the  local  rate  at  Steelton  slightly 
and  putting  on  a  toll  in  place  of  the  free  service  to  Harris- 
burg,  and  we  could  not  consider  that  money  as  a  part  of  the 
earnings  of  the  system  as  a  whole,  of  course  the  exchange, 
if  it  were  a  separate  exchange  proposition,  would  fight  very 
hard  on  that  problem,  because  it  would  be  deprived  of  a  lot 
of  revenue  which  it  now  receives  in  the  form  of  its  monthly 
payments.  We  do  not  expect  for  a  moment  that  this  volume 
of  traffic  would  be  so  large  if  it  were  charged  for  as  it  now  is 
free,  but  there  would  be  a  very  heavy  traffic  to  Steelton.  In 
number  of  messages,  it  would  be  more  than  to  any  other  point. 
Xow  under  our  plan  of  considering  the  State  as  a  whole,  we 
can  deal  with  any  community  on  any  basis.  It  merely  be- 
comes a  convenient  method  of  rate-making.  If  they  choose  to 
pay  much  for  their  local  service,  embracing  other  towns  in 
that,  well  and  good.  If  they  prefer  to  pay  little  for  their  local 
service,  with  tolls  to  points  nearby,  well  and  good.  The 
money  all  goes  into  one  pot. 

By  Mr.  Marye: — 

'  J.  And  that  pot  is  the  only  thing  out  of  which  the  owners 
of  this  property  receive  their  dividends  ? 

A.  The  only  thing  out  of  which  they  receive  their  divi- 
dends, and  the  only  thing  out  of  which  they  can  maintain 
the  system. 

Q.  They  do  not  get  dividends  out  of   individual   rates  ? 

A.  No. 

By  Commissioner  Tone: — 

O.  This  Steelton  count  was  for  local  messages  from 
Steelton,  it  was  not  for  long  distance  messages  from  Steelton? 

A.  Oh,  no,  it  was  the  messages  originating  in  Harris- 
burg   for   Steelton,   messages   which,   if   we   were  charging  a 
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toll,  would  be  producing  revenue  in  the  form  of  toll  revenue. 
You  can  see  the  proportion  of  that  to  all  other  points  in 
Pennsylvania,  and  then  you  find  the  other  comparison,  all 
other  points  out  of  the  State.  That  is,  there  were  12,408 
messages,  on  the  basis  of  this  study,  that  would  have  gone 
to  points  outside  of  Pennsylvania,  as  against  145,476  to 
])oints  in  Pennsylvania  other  than  Steelton,  and  128,784  to 
Steelton. 

Pv  AIr.  Marye:— 

O.  How  many  messages  were  there  to  Philadelphia  from 
ITarrisburg? 

A.  16,416. 

Q.  In  other  words,  there  were  more  messages  from  Har- 
risburg  to  Philadelphia  than  there  were  to  any  other  point 
in  the  State  of  Pennsylvania? 

A.  Yes,  sir,  excepting  Steelton,  which,  of  course,  is  local. 

O.  More  than  there  were  to  Lancaster? 

A.  Yes,  sir. 

Q.  More  than  there  were  to  any  nearby  city? 

A.  Yes,  sir. 

O.  Would  you  therefore  think,  then,  that  the  telephone 
development  in  Philadelphia  w^as  of  vital  importance  to  the 
ditizens  of  Harrisburg? 

A.  Of  extremely  vital  importance.  I  have  also  had  made 
a  little  study,  which  I  have  not  attempted  to  tabulate,  which 
attempted  to  trace  the  relation  between  the  small  towns  and 
Philadelphia. 

]\Ir.  M.\rye  :  We  will  get  to  that  presently.  I  have  that 
in  mind,  and  I  would  like  to  have  you  talk  on  that  subject 
specifically. 

CoM:\nssiONER  Tone:  Would  you  give  us  some  estimate 
later  of  the  number  of  local  messages  in  Harrisburg  per 
month,  or  per  year? 

Mr.  ]\Iarye  :   \^'ould  the  Commission  like  to  have  that  ? 

Commissioner  Tone:   Yes. 

Mr.  Marye:  ^^'ould  any  of  our  existing  data  suit  the 
Commission,  for  any  month  we  might  happen  to  have  it,  or 
would  you  desire  us  to  have  made  a  special  peg  count? 
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Commissioner  Tone:    No,  your  existing  data. 

The  Witness  :  We  have  existing  data.  We  must  get 
that  data  constantly  in  order  to  provide  for  operating  and 
additional  positions ;  that  is,  the  growth  in  messages.  That 
is  constantly  watched. 

AJr.  Marye  :  That  is  for  Harrisl)urg',  or  would  you  like 
to  have  in  addition  to  that  the  local  traffic  in  some  other  town 
that  perhaps  shows  a  comparatively  larger  percentage? 

Commissioner  Tone:  If  you  could  give  it  for  some  of 
these  points. 

]\Ir.  Marye:    The  same  ones  we  have  here? 

Commissioner  Tone:   Yes;  we  would  like  to  have  that. 

The  Witness  :  You  might  notice  how  the  business  drops 
off;  for  instance,  Phillipsburg  420'.  In  that  connection  we 
have  another  difficulty  in  building  our  toll  lines.  Now  it  would 
be  physically  impossible  to  furnish  service  from  some  of  these 
points  to  the  far  distant  points  that  have  a  very  little  traffic, 
if  it  were  not  for  the  State-wide  theory,  because  we  have  a 
lot  of  these  little  branch  lines  which  would  be  built  of  com- 
paratively small  copper  wire.  No.  12  copper  wire.  Now  No. 
12  copper  wire  would  not  furnish  a  commercial  service  to  far 
distant  points,  but  at  some  convenient  junction  point  it  may 
be  connected  with  a  heavier  pair  of  wires,  No.  8  wires,  and, 
under  the  routing  instructions  to  the  operators,  they  are  in- 
structed to  take  certain  routes  and  circuits,  figured  out  by 
engineers,  in  order  to  give  commercial  service.  The  telephone 
service  to  this  little  point,  where  there  are  only  a  few  calls, 
would  be  impossible  to  maintain  commercially,  from  just 
Harrisburg  to  this  little  point.  The  Telephone  Company 
would  go  broke  on  that  proposition,  and  it  is  only  feasible  as 
this  line  can  be  made  a  feeder  for  other  lines.  It  would  not 
appear  fair  to  say  that  this  little  town  should  be  charged,  if 
we  are  going  to  separate  the  charges,  with  only  the  No.  12 
copper  wire  construction,  because  the  No.  12  would  not  do 
the  business,  if  it  were  not  for  the  No.  S  ware  that  is  available 
at  some  other  point. 
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\\\  Mr.  Maryk:— 

( ).  Therefore,  the  men  immediately  connected  with  the 
No.  12  line  ought  to  contribute  something  to  the  maintenance 
of  those  No.  8  circuits? 

A.  Yes,  sir. 

O.  And  vice  versa? 

A.  And  vice  versa,  and  there  again,  if  you  are  compelled 
to  make  an  individual  system  and  attempt  to  allocate  to  this 
little  town  its  proportion  of  that  thing,  it  becomes  an  inter- 
minable task,  because  it  does  not  use  that  No.  8  wire  con- 
stantly. It  uses  it  in  conjunction  with  other  points  in  the 
State,  so  as  to  make  up  a  quota  of  the  long  distance  business. 
It  is  well  known  among  long  distance  operating  people  that 
the  extremely  long  distance  business  does  not  pay.  It  is  al- 
most impossible  to  get  traffic  enough  over  long  lines  to  make 
it  pay,  due  to  the  way  in  which  business  messages  are  sent. 
It  is  the  most  inefficient  part  of  our  whole  system,  is  the  toll 
plant.  The  nearby  points,  as  you  see  on  here,  have  heavy 
traffic. 

O.  Do  you  mean  inefficient? 

A.  It  is  the  most  inefficient,  from  the  revenue  standpoint, 
of  any  part  of  our  business,  because  of  the  waste  of  time. 
You  have  got  to  go  over  those  long  lines,  and  put  in  your 
ai)pointment  calls,  and  the  volume  of  traffic  is  not  sufficient  to 
justify  any  elaborate  proposition  being  laid  out;  and  yet  it 
calls  for  the  highest  amount  of  money  investment,  due  to  the 
exacting  requirements  of  long  distance  service,  and  that  is  a 
combination  studied  constantly.  The  engineers  say,  "If  you 
would  spend  more  money  in  your  local  system,  for  example, 
have  stronger  batteries  and  more  modern  exchanges,  you  could 
get  along  with  smaller  toll  lines,"  and  it  becomes  a  weighty 
problem  which  is  the  cheaper,  the  present  equipment  with  the 
heavy  toll  line,  or  the  light  toll  line  with  an  improved  equip- 
ment. 

Q.  Improved  local  equipment? 

A.  Improved  local  equipment.  Though,  inasmuch  as  we 
have  been  permitted  heretofore  to  consider  the  State  of  Penn- 
sylvania as  a  whole,  it  makes  no  difiference  how  we  work  out 
the  problem  so  we  secure  the  greatest  efficiency  at  lowest  cost 
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considering-  toll  and  exchange  as  one. 

O.  You  say  we  have  been  permitted;  as  a  matter  of  fact, 
have  v\"e  not  been  compelled,  by  the  necessities  of  the  business  ? 

A.  Yes,  sir.  It  has  been  the  natural  proposition.  I  meant 
that  there  has  been  no  interference  with  that  plan. 

O.  Is  it  one  of  choice,  or  is  it  one  arising  from,  the  neces- 
sities of  a  person  engaged  in  rendering  this  kind  of  a  service? 

A.  It  is  compulsion  and  it  is  not  compulsion.  I  would 
like  to  qualify  that.  We  might  become  exacting  with  these 
little  connecting  companies,  for  example. 

O.  It  is  an  economic  question,  a  question  rather  of  eco- 
nomics ? 

A.  Yes,  a  question  of  economics. 

By  Commissioner  Tone: — 

O-  Still  you  require,  as  I  understand  it,  that  the  sub- 
licensee companies  should  give  the  Bell  business  preference 
over  their  local  business? 

A.  No. 

O.  I  understood  that  from  your  statement. 

A.  No,  I  did  not  make  myself  understood,  then.  The 
only  requirement  we  make  of  the  local  company,  inasmuch 
as  it  is  a  non-exclusive  contract,  is  that,  in  carrying  out  our 
policy  and  our  duty  as  we  see  it,  and  now  compelled  by  the 
law  as  it  is  on  the  books,  of  serving  every  territory  in  Penn- 
sylvania, we  go  to  them  and  make  a  contract  with  them,  and 
we  merely  require  them  to  do  this  for  us :  that  if  one  of  their 
customers,  who,  under  the  plan,  becomes  our  customer,  asks 
them  to  give  him  access  to  our  lines,  they  are  not  privileged 
to  say,  "No,  we  wall  not  do  it,"  but  they  must,  at  a  convenient 
time,  give  him  access  to  our  lines,  so  that  we  may  truly  say 
to  you  that  those  Connecting  companies  are  fulfilling  our 
obligation,  and  that  is,  that  any  citizen  in  that  area  who  de- 
sires Bell  service  can  obtain  it  through  this  Connecting  com- 
pany. 

O.  I  understood  you  differently. 

A.  I  did  not  mean  to  say  they  must  give  it  preference,  but 
they  have  not  any  choice ;  they  cannot  say,  "We  are  mad  at  the 
Bell   Telephone   Company   now,   and   if   you   do   not   talk   on 
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another  line,  yon  cannot  talk."  They  are  obligated  to  give  the 
pc()|)le  our  service  if  they  demand   it. 

(  ).  In  the  arrangement  you  made  at  Stroudsburg  that 
you  spoke  of,  what  was  the  basis  of  the  contract  that  you 
made  with  such  comj^any? 

A.  The  basis  of  the  contract  made  with  the  Stroudsburg 
company  was  what  we  term  a  qualified  toll  line  service  con- 
tract. 

r,v  Mr.  Marye:— 

O.  Ex])lain  that  contract  fully  to  the  Commission,  and 
how  it  happened  that  we  have  such  a  contract. 

A.  The  Independent  companies  who  were  non-competing 
have  been  canvassed  repeatedly*,  in  practically  all  territory  save 
Pennsylvania.  In  Pennsylvania  we  have  a  very  peculiar  law, 
as  we  all  realize,  and,  under  the  law  as  it  stood  prior  to  this 
last  commission,  or  regulatory,  law,  it  was  a  question  whether 
we  dared  connect  our  lines  with  a  company  wdiich  was  non- 
competing  at  one  place,  but  competing  at  another  place,  and 
the  old  connecting  contract  heretofore  used  in  Pennsylvania 
would  not  be  made  unless  the  company  would  make  it  with 
us  exclusively.  That,  of  course,  preckided  many  of  those  little 
Independent  companies  wdio  were  owned  by  nearby,  larger  In- 
dependent companies  from  making  the  connection,  because 
they  would  not  give  up  their  own  connections  to  get  the  Bell 
connection. 

O.  In  other  words,  at  some  larger  point  they  were  com- 
petitors of  the  Bell  System? 

A.  They  were  competitors  of  the  Bell  System. 

O.  And,  as  the  Bell  Company  read  the  law  as  it  then 
existed,  it  v,as  not  permitted  to  connect  up  its  lines  with  those 
of  a  competitor? 

A.  Xo;  but,  now  that  the  State  has  seen  fit  to  modify  its 
position,  in  part,  by  practically  making  it  mandatory  upon  us 
to  connect  with  a  non-competing  company,  if  we  did  not  have 
lines  to  meet  it,  we  have  construed  that  to  permit  us  to  ofifer 
to  the  Pennsylvania  Independents  the  same  treatment  that  we 
have  heretofore  offered  to  other  States,  and  we  are  now  in  a 
position,  or  will  be,  to  offer  all   of  these  places,   where   we 
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have  no  competition,  our  standard  connecting  agreement, 
which  is,  of  course,  extremely  favorable,  in  that  there  are  no 
arduous  limitations,  and  the  service  may  be  interchanged 
to  all  points  without  its  being  exclusive,  and  that,  I  think,  will 
change  the  complexion  of  the  State  very  materially. 

O.  But  at  the  competing  points  throughout  the  territory — 

A.  That  was  not  the  agreement  at  Stroudsburg,  to  which 
the  Commissioner  referred.  I  was  coming  to  that.  At  the 
competing  points,  in  towns  where  we  have  exchanges,  and 
where  we  are  ready  to  serve  the  public  and  are  seeking  to 
serve  the  public,  we  have  felt  we  are  not  obligated  under  the 
law  as  it  stands  to-day  in  Pennsylvania,  or  you  might  say  under 
ordinary  business  conditions,  to  furnish  aid  or  help  to  our 
competitor ;  but  the  Independents  have  sought  to  produce  a 
condition  wherein  we  should  be  considered  as  common  carriers 
and  should  be  compelled  to  serve  them  with  long  line  facili- 
ties. That  resulted  in  the  conference  between  the  Independ- 
ents and  the  Attorney-General  of  the  United  States,  and 
finally,  after  a  good  deal  of  parleying  and  tenders  being  made 
— not  that  v>e  felt  very  sure  about  the  position,  but  in  the 
interests  of  attempting  to  serve  them  as  far  as  we  felt  w^e 
could — a  letter  was  written  to  the  Attorney-General,  whereby 
we  agreed  to  give  the  competing,  Independent  companies  a 
certain  qualified  service,  and  that  service  we  now  call  the 
qualified  toll  line  service. 

O.  Now  what  is  that? 

A.  That  provides  that  we  shall  not  be  required  to  give 
any  service  within  fifty  miles  of  the  exchange  affected.  Be- 
yond fifty  miles  we  give  them  service  to  all  points  reached 
over  our  lines,  upon  payment  of  the  regular  tolls,  plus  a 
10-cent  connecting  charge. 

Bv  Commissioner  Tone: — 

Q.  For  each  message? 

A.  For  each  message.  There  is  an  exception  to  that, 
however,  for  points  which  are  reached  by  A.  T.  &  T.  lines. 

Bv  Mr.  Marve: — 

Q.  By  lines  of  the  .American  Telephone  &  Telegraph 
Company  ? 
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A.  I!y  lines  of  the  American  Telephone  &  Telegraph 
Company.  In  that  case  the  service  will  be  given  to  them 
ic'.ardless  of  the  distance  and  without  the  connecting 
charge.  In  other  words,  they  are  in  a  position  to  get  all 
of  the  A.  T.  &  T.  points,  at  the  standard  A.  T.  &  T.  tolls, 
without  any  connecting  charge,  regardless  of  whether  it  is 
within  fifty  miles  or  outside  of  fifty  miles. 

O.  In  other  words,  they  get  the  same  access  to  the 
lines  of  the  A.  T.  &  T.  Company  that  the  Bell  operating 
companies  get? 

.\.  Yes,  sir,  but  to  the  lines  of  the  Bell  Company  they 
can  get  no  access  within  fifty  miles. 

Q.  By  the  Bell  Company  you  mean  the  Bell  operating 
companies  in  Pennsylvania? 

A.  The  Bell  Telephone  Company  of  Pennsylvania  and 
The  Central  District  Telephone  Company ;  they  can  get  no 
access  to  points  within  fifty  miles,  and  beyond  fifty  miles 
only  by  the  payment  of  a  10-cent  connecting  charge. 

O.  Was  that  method  acceptable  to  the  Attorney-Gen- 
eral of  the  United  States  as  a  solution  of  the  proposition? 

A.  It  was  accepted  by  the  Attorney-General  to  this  ex- 
tent, that — 

O.  Acceptable? 

A.  It  was  acceptable,  apparently.  We  heard  nothing 
to  the  contrary  and  he,  in  fact,  had,  I  understand,  a  very 
commendatory  letter  from  the  President  of  the  United 
States  on  the  outcome  of  that  settlement. 

Bv  Mr.  Swavze:— 

O.  You  have  charge  of  the  negotiation  of  the  Attorney- 
General  or  qualified  toll  agreement,  have  you  not? 

A.  A^es,  sir. 

O.  For  the  whole  Eastern  Group? 

A.  Yes,  sir. 

O.  Has  that  qualified  toll  agreement  been  filed  with  the 
Commission  here  in  Pennsylvania? 

A.  I  think  not.  I  think  the  intention  was  to  file  it  as 
part  of  the  general  filing  which  you  are  preparing  in  your 
office. 
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O.  At  the  same  time  that  we  file  the  connecting  agree- 
ment ? 

A.  And  the  toll  rates. 

r>v  Mr.  Marye: — 

O.  It  will  become  a  part  of  our  regular  schedules? 
A.  It  is  being  printed  to  fit  right  into  that  book. 

By  Commissioner  Tone: — 

O.  Your  sub-licensee  agreements  will  be  filed  at  the 
same  time? 

A.  Yes. 

]\Ir.  Swayze  :  We  interpret  that,  under  the  law.  we  must 
file  those  agreements,  and  we  are  preparing  to  get  them  all 
in  shape  so  that  we  can  file  them  with  the  rates,  because  they 
necessarily  go  with  the  making  of  the  rate.  Those  are  the 
connecting  agreements  with  the  sub-licensee  companies  and 
the  agreement  with  the  competing  companies,  under  what  is 
known  as  the  Attorney-General,  or  cjualified  toll,  agreement. 

By  Commissioner  Wright: — 

O.  In  connecting  with  a  local  company,  do  you  allow 
them  a  10-cent  charge  when  a  man  on  your  lines  connects 
into  one  of  those  local  companies  in  a  50-mile  radius? 

A.  No,  sir.  The  handling  of  this  qualified  toll  line  service 
is  going  to  be  a  very  diflficult  and  costl}-  proposition,  as  you 
can  well  see.  The  necessity  of  looking  up  these  points,  these 
different  points  that  are  within  the  area  and  without  the  area, 
and  the  transfer  of  the  messages  from  one  system  to  the  other, 
is  going  to  entail  quite  a  labor,  and  the  10-cent  differential 
has  been  figured  as  reimbursing  the  Company.  The  same 
amount  of  labor  will  be  involved  on  the  initial  messages,  and 
that  charge  will  be  exacted  by  our  Company,  but  retained  for 
its  extra  service. 

By  ]Mr.  Marye: — 

Q.  So  that  there  will  be  a  10-cent  differential,  under  the 
qualified  toll  agreement,  on  all  out-going  and  all  in-coming 
messages? 
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A.  Handled  over  the  lines  of  and  under  the  rates  filed  Ijy 
the  licensee  companies. 

O.  That  was  distinctly  understood  in  the  arrangement 
with  the  Attorney-General? 

A.  Yes,  sir. 

By  Mr.  Swavze: — 

O.  There  will  be  several  different  methods  by  which  com- 
panies that  are  not  Bell  companies  can  connect  with  the  Bell 
Svstem  in  the  State  of  Pennsylvania,  after  we  file  the  connect- 
ing agreement  and  the  qualified  toll  agreement,  will  there  not? 

A:  Yes,  sir. 

O.  Just  shortly  explain  those  different  methods. 

A.  There  is  a  connecting  agreement,  which  has  no  limi- 
tation as  to  the  points  to  be  reached,  and  which  has  no 
differentials  of  any  kind  to  be  charged,  and  which  com- 
pensates the  company  originating  the  call  in  the  form  of  a 
commission,  and  which  also  compensates  the  company 
originating  the  call  for  the  use  of  any  part  of  their  toll 
circuits  involved  in  handling  the  call.  Then  there  is  the 
qualified  toll  line  service  agreement,  which  is  limited,  as  I 
have  described,  which  covers  the  points  beyond  fifty  miles 
and  which  exacts  a   10-cent  differential. 

O.  Then  there  is  the  provision  of  the  Public  Service 
Commission  Act? 

A.  Then  there  is  the  provision  of  the  Act,  which  we 
construe  to  be  cared  for  by  the  connecting  agreement  as  we 
propose  filing  it.  My  own  opinion  that  all  of  these  points 
shown  as  red  on  this  map  (Exhibit  4-S),  wath  no  division 
of  development,  that  is,  exclusively  Independent,  will  take 
the  so-called  connecting  agreement  under  the  proposed 
form ;  but  the  qualified  toll  line  agreement  will  apply  only 
to  the  points  having  duplication  of  service. 

By  Mr.  jMarve: — 

Q.  The  circles  where  the  red  and  blue  both  appear? 

A.  Yes,  sir. 

Q.  In  all  of  those  circles  that  are  now  red,  they  can  have 
the  regular,  standard  connecting  arrangement  with  us? 

A.  Yes,  sir. 
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Q.  And  your  qualified  toll  agreement  will  be  applicable 
only  to  the  points  that  are  at  the  present  time  both  red  and 
blue? 

A.  That  is  not  just  correct.  It  will  be  applicable 
liormally  to  those  points,  although  any  Independent  com- 
pany may  have  it  if  they  prefer  it.     There  is  no  limitation. 

By  ]\Ir.  Swayze: — 

Q.  Or  they  may  apply,  under  the  provision  of  the  Act, 
for  physical  connection  and  have  the  Commission  fix  the 
terms  and  conditions  under  which  that  shall  be  made? 

A.  Yes. 

By  Mr.  ^Iarye:— 

O.  That  makes  the  three  arrangements  to  which  you 
referred? 

A.  It  makes  three,  unless  the  Commission  should  hap- 
pen to  approve  the  connecting  agreement  as  the  terms  under 
which  compulsory  connection  should  be  ordered;  but  it  makes 
three  separate  plans. 

O.  Have  you  prepared  a  statement,  or  an  exhibit,  which 
will  show  a  small  town  or  community  which  has  relatively 
small  use  itself  of  the  toll  system  of  the  Bell  Company,  but 
which,  nevertheless,  must  of  necessity  be  vitally  interested 
in  the  extensive  toll  system  of  the  Company? 

A.  I  have  made  such  a  study.  I  have  not  prepared  any 
statement  for  filing  of  that  kind. 

O.  Can  you  give  us  an  example? 

A.  I  have  made  a  study  to  indicate  the  inter-relation  of 
the  various  communities  of  the  State,  and  to  show  that  this 
interest  is  not  confined  to  the  actual  toll  messages  passing.  I 
have  studied  a  locality,  with  a  view  to  tracing,  if  possible, 
the  business  which  orginates  upon  the  rural  lines  in  this  small 
locality,  and  I  have  found,  from  that  study,  that  there  was  a 
sort  of  an  overlapping.  That  is.  the  farmer  would  call  the 
attorney,  or  he  would  call  the  general  store  in  his  town,  or  he 
would  call  the  implement  dealer  in  the  small  town,  and  then, 
from  the  places  where  most  of  the  calls  were  made  to  in  this 
small  town.  I  found  a  very  large  proportion  of  the  traffic  to  the 
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ncarb\'  larger  cities  originating,  and  I  found  again  that  the 
points  called  most  frequently  in  the  nearby  larger  city,  the 
large  implement  house  and  the  produce  dealers  and  that  class 
of  people,  were  our  heaviest  customers  in  the  larger  city  to  the 
seaboard  and  to  the  cities  of  the  country;  that  is,  that  there 
was  an  indirect  interest,  as  well  as  a  direct  interest  in  the  calls. 

O.  So  that  one  call  from  a  rural  community  to  its  nearest 
market  place,  the  place  where  it  does  business,  might  be  the 
originator  of  two  or  three  calls  from  that  local  market  to 
larger  points  throughout  the  State? 

A.  Yes,  sir.  It  was,  of  course,  impossible  to  trace  iden- 
tical messages  and  to  follow  the  subject  matter  without  an 
unusually  great  amount  of  labor  and  investigation,  but  the 
trend  was  there.  It  showed  plainly  the  fact  that  the  small 
rural  community,  with  a  comparatively  small  long  distance 
business,  was  originating  this  long  distance  business  at  these 
little  groups  of  business  men,  and  that  you  could  trace  it  right 
through,  and,  as  it  grew,  it  went  into  the  other  centers,  into 
another  group  of  men,  who  were  our  best  customers,  and  so 
on.  It  show'ed  that  every  farmer  and  every  outlying  district 
was  not  only  interested  in  the  actual  transmission  of  messages 
to  distant  points,  but  was  actually  interested  in  having  the 
State  system  so  conducted  that  his  agents,  in  one  case  the 
attorney,  in  another  case  the  produce  dealer  and  in  another 
case  the  implement  dealer,  had  access  to  the  far  distant  points. 

O.  Is  the  reverse  of  that  true  in  the  large  city,  the  inter- 
est in  the  development  of  remote  rural  communities? 

A.  Yes,  sir,  the  same  trend  of  traffic  exists  there ;  that 
is,  the  heavy  traffic  can  be  traced  right  down  in  the  same 
channel.  Particularly  is  this  true  in  the  marketing  season.  I 
have  some  little  places  in  mind  where  the  business  at  one  sea- 
son of  the  year  would  not  average  $50  or  $60  a  month,  but  in 
the  potato  season  would  run  up  as  high  as  $500  a  month  from 
one  man,  who  was  selling  potatoes  from  that  section  to  all  the 
markets  in  this  country,  and  was  calling  Cleveland,  calling  Chi- 
cago and  calling  all  parts  of  the  country.  I  had  that  brought 
to  my  mind,  because  one  of  those  men  happened  to  be  served 
by  a  sub-licensee  company  which  had  not  the  very  best  service 
requirements,  and  we  co-operated  with  the  sub-licensee  in  fur- 
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nishiiii^-  a  better  quality  of  service  for  that  man,  who  had  this 
tremendous  business  in  a  short  season  to  so  far  distant  points. 
O.  Do  you  conchide,  from  your  knowledge  of  these 
facts,  that  it  is  a  duty  of  the  Bell  System,  operating  through- 
out this  State,  to  extend  its  system  into  these  smaller  towns 
and  rural  communities,  in  order  to  meet  the  needs  of  these 
smaller  communities,  for  intercommunication  with  the 
larger  places? 

A.  It  is  an  absolute  duty  and  an  absolute  requh-ement 
for  the  successful  building  of  the  business. 

O.  Have  you  ever  thought  that  there  was  probably  an- 
other reason  why  the  people  in  the  thinly  settled  terri- 
tory, or  in  rural  communities,  are  entitled  to  demand  that 
every  effort  should  be  made  by  the  Telephone  Company 
to  gi\e  them  telephone  service,  growing  out  of  the  fact  that, 
in  order  that  Harrisburg  might  have  a  toll  line  to  Phila- 
delphia, or  to  Altoona,  or  that  Scranton  may  have  toll  lines 
up  to  A'Vilkes-Barre  and  Williamsport,  it  is  necessary  to 
build  those  lines  over  the  rural  highways  and  over  the  lands 
belonging  to  these  rural  communities?  In  other  words, 
there  is  something  that  goes  out  from  the  citizens  of  these 
thinly  settled  communities  to  the  Telephone  Company  in 
order  to  provide  those  toll  lines? 

A.  Yes,  sir.  It  has  become  more  and  more  difficult  to 
obtain  rights-of-vvay  over  highways,  and  it  is  my  conviction 
that,  if  this  local  service  were  not  fm-nished  as  a  part  of  our 
obligation,  and  this  farmer  line  development  were  not  encour- 
aged in  these  small  sections,  the  Company  could  obtain  no 
rights  whatsoever,  unless  by  lavv  it  might  condemn,  and  that 
to  my  mind  would  soon  be  ended  by  some  legislation. 

O.  Even  if  we  condemn,  and  even  admitting  there  is  a 
legal  question  involved  there,  is  not  this  possibly  something  of 
a  moral  duty  on  the  part  of  the  Telephone  Company,  which 
receives  something  from  these  people,  to  build  up  these 
lines  and  to  render  local  telephone  service  for  them? 

A.  Absolutely,  both  from  the  moral  standpoint  and  the 
business  standpoint,  with  every  community  in  the  State. 

Q.  Would  that  be  true  irrespective  of  the  fact  whether 
we  could  get  from  those  people  a  rate  that  would  remuner- 
ate us  for  the  cost  of  reaching  them? 
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A.  Yes,  sir.  You  have  not  only  got  to  furnish  them 
service,  hut  you  have  got  to  furnish  it  at  a  rate  within 
their  means.  In  this  connection  it  is  interesting  to  note 
the  wonderful  difference  in  dififerent  sections.  In  driving 
from  Scranton  to  \A'ilkes-Barre,  through  that  mining  sec- 
tion, in  some  areas  within  4.92  square  miles  we  can  get  but 
1%  of  development,  due  to  the  character  of  the  people. 
Take  through  Duryea  and  those  communities  up  in  there; 
it  is  absolutely  necessary  for  the  business  interests  of  not 
only  Scranton  and  AVilkes-Barre,  but  over  the  State  as  a 
whole,  that  those  collieries  be  reached,  and  that  those  out- 
lying sections  be  reached,  and  it  is  impossible  for  the  Com- 
pany to  make  a  rate  which  would  make  that  development 
productive,  if  it  had  to  stand i^y  itself.  Contrast  that  with 
places  like  Waynesboro,  where,  within  3.04  square  miles,  w-e 
have  1051  stations,  or  a  development  of  10% — an  entire 
difference  in  the  character  of  the  section.  You  could  not, 
by  any  means  that  I  know  of,  get  such  a  development  in 
the  section  contiguous  to  Moosic  and  that  territory  that 
3'OU  can  at  AVaynesboro,  and,  if  the  Company  were  not 
permitted  to  adopt  this  State-wide  policy  as  a  sort  of  obli- 
gation, if  you  please,  to  serve  those  people — not  at  rates 
which  of  themselves  may  be  remunerative,  because  that  in 
some  sections  may  not  be  possible — but  taking  the  State  as 
a  whole,  at  rates  which  compare  favorably  with  other  sec- 
tions, and  yet,  by  reason  of  their  sparse  development,  pro- 
duce, perhaps,  no  net  revenue,  or  may  not  produce  sufficient  to 
cover  the  actual  expense  of  that  section — to  go  up  in  that 
section  there,  as  Mr.  Marye  has  pointed  out.  and  obtain 
rights  for  these  heavy  toll  lines  serving  Scranton  and 
Wilkes-Barre,  and  then,  because  of  the  scattered  nature  of 
the  section  and  because  of  an  attempt  to  treat  the  section 
separately,  refuse  to  give  those  people  any  service,  in  my 
mind  would  be  disastrous  to  the  business  interests  of  the 
State  of  Pennsylvania.  There  is  also  this  thing  to  bear  in 
mind,  that  communities  compare  rates  one  with  another. 
There  are  no  communities  that  are  served  exactly  alike. 
AVe  have  in  one  town,  we  will  say,  a  magneto  switchboard 
and  that  is  a  commercial  form  of  service.     In  due  course  of 
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time,  as  that  service  has  been  rendered  sufficiently  long  to 
wear  out  the  apparatus,  or  at  least  make  it  possible  to 
change,  that  will  be  changed  to  common  battery.  If  we 
were  compelled  to  constantly  change  the  rates,  or  to  base 
the  rates  upon  the  exact  cost  existing  at  that  time,  you 
gentlemen  would  have  rate  inquiries  daily,  because  every 
community,  in  making  its  comparisons  independently, 
would  not  be  willing  to  consider  differences  in  the  then 
existing  conditions,  because  all  the  time  all  the  communities 
of  the  State  are  being  given  commercial  service,  though 
that  may  vary  in  the  particular  kind  at  a  particular  moment. 
By  Mr.  Marye:— 

Q.  What  percentage  of  the  comnuuiity,  in  fact,  knows 
what  facilities  we  have  to  supply  to  render  them  service,  the 
character  of  service  they  have? 

A.  I  should  say  a  very  small  percentage  know  the  dif- 
ference, or  care  about  the  particular  kind  of  equipment  that 
you  happen  to  have  in  your  central  office,  so  long  as  the 
service  is  commercial. 

O.  That  is  purely  a  question  for  the  Company? 

A.  Purely  a  question  for  the  Company. 

O.   It  is   its  obligation? 

A.  Yes,    sir. 

O.  Its  prime  duty,  as  you  apprehend  it,  is  to  render  the 
service? 

A.  Is  to  render  a  commercial  service. 

O.  The  facilities  that  it  supplies  for  that  service  are  its 
own   problem  ? 

A.  Yes,  sir,  and  that  service  to  be  supplied  at  a  rate 
which  is  relatively  proper  for  similar  sized  communities,  or 
similarly  situated  communities. 

O.  Before  you  leave  this  matter  of  the  flow  of  traffic, 
have  you  prepared  a  further  exhibit,  embracing  a  chart  of 
traffic  between  all  places  in  the  State  of  Pennsylvania? 

A.  Yes,  sir. 

Q.  Is  that  made  up  in  one  chart  for  the  wdiole  State, 
or  did  you  have  to  divide  it  into  divisions? 

A.  There  are  three  di-visions. 
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(J.    I'hat  is  that  paper  I  now  show  you? 

A.  That  is  the  paper  for  the  Eastern  Division. 

(Three  charts  entitled  "The  Bell  Telephone  Co.  of 
Pcnna.,  Eastern  Division — Chart  of  Traffic  Between  Ex- 
changes/' "The  Bell  Telephone  Co.  of  Penna.,  Harrisburg' 
Division — Chart  of  Traffic  Between  Exchanges."  "The 
Central  District  Telephone  Company — Chart  of  Traffic 
Between  Exchanges"  offered  in  evidence  and  marked  re- 
spectively Exhibit  4-X  (page  1),  Exhibit  4-X  (page  2), 
Exhibit  4-X  (page  3). ) 

O.  Will  you  take  page  1  of  this  exhibit,  marked  4-X, 
and  just  explain  to  the  Commission  how  to  read  that  ex- 
hibit? 

A.  This  chart  shows  the  flow  of  traffic,  made  up  in  the 
same  manner  in  which  the  smaller  charts  were  made  up,  be- 
tween the  various  towns  indicated  on  the  chart. 

Q.  The  towns  in  the  Eastern  Division,  are  they  not? 

.\.  Those  are  towns  in  the  Eastern  Division,  but  at 
the  bottom  and  at  the  extreme  side  is  showm  the  business 
into  the  adjacent  divisions,  not  in  detail,  but  merely  treating 
those  adjacent  divisions  as  one  section. 

O.  Reading  from  left  to  right,  what  do  the  numbers  in 
the  squares  represent? 

.\.  Reading  from  left  to  right,  taking  the  top  town, 
which  is  Chester,  the  first  square,  of  course,  would  be  Ches- 
ter-Chester, which  is  not  shown — the  local  business.  The 
next  square  would  be  Lansdowne.  That  w^ould  indicate 
that  there  w'ere,  during  this  period  shown  by  the  chart,  116 
messages  between  Chester  and  Lansdowme. 

O.  Going  from  Chester  to  Lansdowme? 

A.  Yes.  The  next  point  would  show  the  traffic  between 
Chester  and  ^ledia. 

O.  Does  not  that  chart  show  the  out-going  traffic  sep- 
arately from  the  in-coming? 

.\.  It  does  show  both,  but  you  have  got  to  read  them 
in  two  ways  to  get  it.  For  originating  messages  you  read 
across  and  for  the  in-coming  messages  you  read  down. 

O.  Then,  reading  from  left  to  right — 
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A.  Reading  from  left  to  right  you  get  the  originating 
messages,  and  reading  down  you  get  the  terminating  mes- 
sages. There  are  116  messages  originating  at  Chester  for 
Lansdowne  and  120  messages  originating  at  Lansdowne 
for  Chester,  and  so  on  across  the  page. 

O.   Pages  2  and  3  are  fashioned  up  the  same  way? 

A.  The  same  way.  By  studying  this  chart  you  get  the 
impression — which  we  all  know  exists — that  the  trafific,  the 
heavy  traffic,  is  comparatively  contiguous  to  the  town  it- 
self. ' 

O.  If  you  hold  those  charts  ofif  far  enough,  the  terri- 
tory divides  itself  into  squares,  almost? 

A.  Yes,  sir,  and  you  see  the  point  that  I  raised  before, 
that,  as  3-ou  move  across  the  State,  you  move  the  center 
with  you ;  so,  in  moving  across  the  State,  which  would  be 
represented  by  the  diagonal  line,  you  are  always  in  the  center 
of  a  comparatively  dense  traffic,  with  the  traffic  falling  of? 
as  you  get  further  away  from  the  center.  This  indicates 
that  there  is  no  one  part  of  the  State  more  important  than 
any  other  part  of  the  State,  when  it  comes  to  considering 
the  interests  and  needs  of  that  section. 

O.  They  are  absolutely  inter-related? 

A.  Inter-related. 

O.  As  further  illustrating  this  inter-relationship  and  inter- 
community of  interest  between  localities,  have  you  anything 
to  say  as  to  the  manner  in  which  we  prepare  our  directories 
tl'iat  v\e  distribute  to  the  public? 

A.  Desiring  to  facilitate  the  intercommunication  between 
these  sections,  and  having  in  mind  that  the  traffic  is  general. 
tbat  is,  that  it  is  not  entirely  confined  to  the  immediate  section, 
we  issue  our  directories  for  the  convenience  of  our  subscrib- 
ers, and  I  have  had  prepared  this  list  of  the  directories,  which 
shows  how  this  inter-related  interest  is  taken  care  of,  so  far 
as   directories   are   concerned.      (Producing   statement) 

O.  You  have  prepared,  you  say,  such  a  list,  such  a  de- 
scription of  the  directories? 

A.  Yes,  sir. 

O.  Is  that  the  paper  I  show  you,  consisting  of  four 
;  :;;;es? 

A.  Yes,  sir. 


1290a  ^-  P-  Sylvan. 

(Statement  entitled  "The  Bell  Telephone  Co.  of 
I'ennsylvania  and  The  Central  District  Telephone  Co.  in 
the  State  of  Pennsylvania,  Statement  of  Method  of  List- 
ini;-  Subscribers  in  the  Various  Telephone  Directories" 
offered  in  evidence  and  marked  Exhibit  4-Y,  pages  1-4.) 

O.  Will  you  please  take  up  this  exhibit,  marked  4-Y,  con- 
sistin^-  of  pag-es  1  to  4,  and  explain  what  you  intended  to 
show  thereby  ? 

A.  I  intended  to  show  that  the  entire  operation  of  the 
Company  within  the  State  of  Pennsylvania  was  such  as  to 
iacililate  and  encourage  the  use  of  the  lines  throughout  the 
State;  that  the  entire  structure  was  on  the  State-wide  basis, 
rather  than  upon  purely  local  lines ;  that  the  people  themselves 
recognize  that  and  desire  the  treatment  in  that  manner,  so  as 
to  facilitate  making  these  calls;  that,  while  we  listed  these 
towns  in  convenient  directories,  we  also  listed  the  contiguous 
towns. 

O.  In  the  same  directory? 

A.  In  the  same  directory,  so  that  no  subscriber  was  con- 
fined to  his  own  area,  but  that  he  might  readily  find,  in  this 
directory,  the  names  of  everyone  in  the  entire  part  of  the 
State  in  which  he  happened  to  be  located,  and  in  some  of 
the  larger  commercial  centers  he  might  find  the  contiguous 
towns  in  other  States.  This  is  not  confined  to  our  system, 
but  in  these  directories  are  also  listed  the  subscribers  of  the 
Connecting  company  exchanges,  as  is  shown  on  the  last  page. 
Llv  means  of  this  directory  treatment  we  were  encouraging 
the  people  to  make  calls  by  number  and  encouraging  the  peo- 
ple to  assist  us  in  building  up  the  State  as  one  large  exchange, 
so  that,  as  time  goes  on,  people  may  expect  service  without 
delay ;  that  is,  it  will  no  longer  be  necessary  to  put  in  a  call 
and  then  wait  around,  but  you  will  put  your  call  in  and  imme- 
diately get  the  party  you  want. 

O.  \\'ithout  taking  the   receiver   from  your  ear? 

-A.  \\'ithout  tak-ing  the  receiver  from  your  ear.  That  is 
the  tendency  and  that  is  what  the  Company  is  working  toward, 
that  all  of  the  great  State  of  Pennsylvania  be  considered  as 
one,    inter-related,    interested    community,    and    we    would 
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fall  short  of  our  obligation  if  we  did  not  develop  the  entire 
section  of  the  State  and  facilitate  full,  free  and  rapid  inter- 
course. 

Mr.  Marye  :  These  pages  contain  a  brief  description, 
indicating  the  overlapping  of  these  directories.  Would  the 
Commission  like  to  see  some  of  the  directories  themselves, 
to  see  what  we  mean  by  overlapping  ?  We  have  brought  some 
of  these  directories  with  us.  We  do  not  want  to  file  all  of 
them  as  exhibits. 

(A  numlDcr  of  directories  were  exhibited  to  the  Commis- 
sion, the  witness  stating:  This  shows  how  one  town  will 
appear  in  several  directories.) 

The  Witness  :    I  w^ould  like  to  call  attention  to  this  one 
exhibit,  4-X,  page  1  and  the  other  two  pages,  and  call  your 
attention  to  the  fact  that  on  this  sheet  is  noted  by  a  star  the 
traffic  which  is  so-called  free  trunk  traffic. 
By  Mr.  Marye:— 

Q.  No  toll  involved? 

A.  There  is  no  toll  involved — indicating  the  amount  of  it 
through  the  State,  where  a  town  takes  a  contiguous  town  in^ 
at  the  same  rate. 

By  Commissioner  Tone: — 

Q.  As  Steelton  is  to  Harrisburg? 

A.  As  Steelton  is  to  Harrisburg,  indicated  by  that  star. 

By  Mr.  French  : — 

Q.  You  have  stated  the  very  close  connection  between 
toll  traffic  and  local  exchange  traffic.  Is  not  the  connection 
between  long  distance  traffic  almost  as  close? 

A.  Yes,  sir. 

Q.  And  local  traffic? 

A.  Yes,  sir. 

Q.  They  are  all  bound  up  together? 

A.  Yes,  sir. 

O.  In  toll  charges  between  Philadelphia  and  Pittsburgh, 
what  proportion  is  credited  to  the  Pittsburgh  exchange,  what 
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l)roportion  to  the  Philadelphia  exchange,  and  what  proportion 
does  the  American  Telephone  &  Telegraph  Company  get  ? 

A.  It  is  based  upon  a  pro-rate,  that  is,  involving  the  lines 
used.     There  is  an  originating  commission  allowed — 

Bv  Mr.  M.\rve: — 

0.  Who  gets  that? 

A.  The  company  originating  the  business ;  The  Bell  Tele- 
phone Company  of  Pennsylvania  gets  an  originating  commis- 
sion, and  that,  again,  is  not  constant.  It  depends  largely  upon 
the  service  performed.  There  are  various  kinds  of  service. 
At  certain  points  the  A.  T.  &  T.  Company  maintain  their  o^vn 
operators,  and  we  are  not  required  to  do  any  operating.  At 
other  points  w^e  have  to  operate,  and  then  again,  from  all  of 
these  outlying  points  we  handle  the  business  into  the  center, 
where  we  deliver  to  the  A.  T.  &  T.  Company,  and  the  charge 
for  that  message,  after  the  deduction  of  the  originating  toll, 
depending  upon  the  service  performed,  is  divided  on  the  basis 
of  the  mileage  that  each  company  furnishes. 

Bv  Mr.  Frexch  : — 

Q.  That  is  a  broad,  general  statement,  but,  as  far  as  the 
rate  goes,  how  much  percentage  do  they  get? 

A.  As  I  say,  I  could  not  tell  you  the  actual  percentage 
offhand  without  looking  it  up.  It  is  not  a  constant.  It  is  a 
varying  percentage,  depending  upon  the  service  performed, 
and  I  do  not  happen  to  know  what  that  is  for  any  one  place. 

O.  Vou  mean  it  varies  all  over  the  State,  the  percentage 
you  get? 

A.  Yes,  it  varies  with  the  service  performed. 

O.  \\'hat  is  the  highest  percentage  that  the  originating 
company  would  get? 

A.  I  do  not  know  that  I  could  tell  you  that  offhand,  in 
this  section.  Of  course,  that  is  a  matter  that  could  be  looked 
u]"),  but  I  have  not  in  mind  now  what  the  highest  might  be. 
U  varies  all  the  way  from  15%  up. 

O.  In  other  words,  you  could  not  furnish  any  actual  fig- 
ures, or  give  any  definite  idea,  of   the  percentage  which   is 
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obtained  by  The  Bell  Telephone  Company  of  Pennsylvania 
for  traffic  over  the  A.  T.  &  T.  Company's  lines? 

A.  I  could  not  without  looking  the  matter  up,  because 
it  is  all  made  up  in  the  form  of  a  payment  at  the  end  of 
the  month,  and  there  are  varying"  amounts  allowed  for  vary- 
ing work  performed,  and  also  for  the  amount  of  mileage  in- 
volved, and  it  is  all  computed  into  one  percentage,  taking  the 
mileage  and  the  amount  of  commission  and  the  compensation 
for  any  special  service.  That  is  all  put  together  and  the  per- 
centage determined,  and  I  do  not  now  remember  that  offhand. 

O.  That,  however,  is  an  important  question  in  this  case, 
how  much  return  The  Bell  Telephone  Company  of  Pennsyl- 
vania gets? 

A.  Certainly. 

O.  For   such    business? 

A.  Certainly. 

Q.  And  accurate  statistics  on  that  should  be  in  the  case? 

A.  Yes.  sir.     It  is  possible  to  secure  such  figures. 

O.  You  stated  that  there  were  175,000  Independent  tele- 
phones in  the  State,  with  which  the  Bell  Company  has  no 
connection.  Are  a  large  percentage  of  those  farmers"  lines, 
or  have  you  any  figures  at  all  on  that? 

A.  I  have  not  those  divided.  Of  course.  I  cannot  vouch 
for  that  being  absolutely  accurate.  Those  are  the  figures  we 
get  from  what  sources  we  can.  such  as  the  reports  to  the 
State,  and  we  have  not  that  divided  uji  in  the  different  classes. 
But  considerable  of  it,  of  course,  is  in  the  cities.  Pittsburgh 
and  I'hiladelphia  both  have  competing  companies,  as  you 
know. 

\\\  .Mr.  ?stAR"i'E  : — 

Q.  And  Harrislmrg? 

A.  Harrisburg.  anfl  tliis  map  shows  that  a  great  deal  of 
this  competition  is  in  fairly  large  cities.  York  has  a  pre;;on- 
derance  of  Independent  stations ;  Johnstown  has  a  prepon- 
derance, you   will   see.   and   Franklin  and   Titusville. 

Q.  And  Erie? 

A.  Erie,  Union  City,  Meadville,  have  more  Independent 
stations  than  we  have  Bell  stations  in  those  towns.    What  pro- 
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])ortion  of  those  happen  to  be  in  the  country,  I  do  not  know. 
They  probably  have  the  normal  amount,  the  same  as  we  have,  in 
the  country. 

By  Mr.  Fkencii: — 

Q.  But  a  good  many  of  those  are  farmers'  lines,  mutual 
companies,  are  they  not,  those  175,000  that  you  mentioned? 

A.  No,  I  should  not  say  so.  I  should  say  the  bulk  of 
those  175,000  are  commercial  company  stations. 

Bv  ]\1r.  AIarye: — 
O.  In  the  cities? 
A.   In  the  cities  and  towns. 

Bv  Mr.  French  : — 

O.  You  stated  very  fully  some  general  thoughts  upon  the 
fact  that  the  Bell  Telephone  Company  goes  and  serves  the 
small  subscriber,  when  it  costs  them  more  to  give  the  service 
than  the  Company  actually  gets  out  of  it,  and  also  small  com- 
munities where  they  actually  lose  money.  Can  you  make  that 
statement  definite  and  tell  in  w'hat  parts  of  the  State,  and  in 
exactly  what  communities,  those  conditions  exist,  and  exactly 
what  the  communities  are  paid  for  them? 

A.  That  would  be  a  pretty  difficult  problem  to  get  at,  be- 
cause that  would  involve  examinations  which  we  have  neve: 
attempted,  and  which,  from  our  way  of  looking  at  it,  are 
utterly  foolish  and  of  no  use.  I  might  say  that  it  is  scattered 
throughout  the  State.  Every  small  community  is  more  or  less 
of  a  difficult  problem  to  handle,  and  I  will  not  say  that  all  those 
communities  are  being  handled  at  less  than  cost.  Many  of 
them  are  contributing  probably  cost,  but  are  not  contributing 
anything  toward  profit.  Some  of  them  may  be  contributing 
a  little  toward  profit,  depending  upon  the  size  of  the  town. 

O.  You  must  be  able  to  designate  some  of  those  com- 
munities. It  is  inconceivable  that  a  man  could  get  up  a  gen- 
eral theory  and  be  so  sure  of  it,  unless  there  w^ere  certain 
specific  instances  he  could  point  to  to  show  it  is  true? 

A.  I  can  give  you  specific  instances.  I  can  say  to  you 
that  in  the  town  of  Aloosic.  up  between  Scranton  and  Wilkes- 
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Tarre,  we  are  probably  not  breaking  even,  and  I  could  go 
through  the  State  and  pick  out  quite  a  number,  although  from 
our  way  of  looking  at  it,  unless  we  are  going  to  revolutionize 
our  entire  practice,  unless  we  are  going  to  be  compelled  to 
develop  the  good  places  and  let  the  other  places  go.  we  have 
never  found  it  necessary  to  do  that,  ^^'e  recognize  that  we 
should,  as  a  part  of  our  obligation,  make  every  community  pay 
■  mst  proportion,  so  far  as  it  is  practicable,  and  we  are  con- 
stantly aiming  at  that.  A\'e  are  getting  just  as  high  rates  in 
such  small  places  as  we  can  get  and  keep  the  development,  but 
we  do  not  pretend  to  fix  the  rate  on  the  cost  of  that  identical 
exchange.  If  we  did,  we  would  have  rate  changes  every  year 
in  every  city  of  the  State  and  every  town  of  the  State,  be- 
cause the  conditions  vary  and  change  constantly. 

O.  That  is  perfectly  true,  but  my  only  question  was  to 
make  definite  this  general,  theoretical  proposition  of  the  Bell 
Company  being  an  eleemosynary  institution. 

A.  It  does  not  claim  to  be.  It  is  not  fair  to  say  that,  ^^'e 
do  not  pretend  to  be  an  eleemosynary  institution.  We  do  not 
make  any  pretext  that  it  is  being  done  out  of  any  motive  of 
charity,  or  anything  of  that  kind.  We  contend  that  it  is  our  duty 
to  maintain  the  State  of  Pennsylvania  at  the  highest  possible 
point  of  development,  either  directly  or  through  the  other  com- 
panies, or  through  the  farmers  themselves,  and  that,  as  far  a? 
we  can,  our  rates  should  be  self-sustaining,  but  that  we  can- 
not possibly  arrange  that  so  that  every  part  of  the  State  con- 
tributes identically  the  same  amount  of  profit,  and  the  task 
involved  is  tremendous,  because  we  have  district  organizations 
in  a  certain  place,  we  have  division  organizations  and  we  have 
general  organizations,  and,  in  order  to  determine  what  we  are 
making  in  a  town,  we  will  have  to  allocate  a  certain  amount 
of  the  salary  of  the  district  men  to  that  little  town,  a  certain 
amount  of  the  salary  of  the  division  men  to  that  little  town 
and  a  certain  amount  of  the  salary  of  the  general  officers  to 
that  little  town — not  an  easy  task,  but  one  wliich,  if  the  Com- 
mission thinks  wise,  can  be  undertaken.  \\'e  have  got  to  make 
assumptions.  There  is  no  definite,  fixed  rule  bv  which  we  can 
determine  that  proportion,  and  there  is  no  companv  in  the 
State  of  Pennsylvania  that  can  do  it.      A  little  Independent 
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coiupaiiy  iliHi  (Jl)cl■ale^.  say,  four  or  live  exchanges,  is  in  just 
the  same  boat  with  those  four  or  live  exchanges  as  we  are 
with  the  State  of  Pennsylvania. 

O.  Jn  looking-  over  this  exchange  traffic  chart  of  Harris- 
burg  and  I^ennsylvania,  which  you  based  on  four-day  records, 
you  have  hgures  showing  that  there  were  726  out-going  mes- 
sages to  Pottsville  and  720  to  Shamokin.  How  were  those 
arrived  at  on  a  four-day  method? 

A.  As  the  exhibit  shows,  the  number  of  messages  to  those 
two  towns  were  multiplied  by  a  factor,  which  would  assume 
that  that  traffic  would  be  constant  through  the  year. 

Q.  How  could  you  possibly  get  720  and  726  by  doing 
that?  If  you  base  it  on  360  days  you  would  not  get  it.  H 
you  based  it  on  300  days  in  the  year,  you  could  not  get  it, 
based  on  a  four-day  trial.  I  mean,  how  were  the  figures  ar- 
rived at  ?  In  a  number  of  other  cases  I  do  not  see  how  the 
results  could  be  obtained,  in  the  way  which  you  say  they  were 
obtained,  and  I  wondered  how  they  were  obtained,  whether 
they  were  merely  estimated,  not  on  the  four  days,  but  for  some 
other  outside  reason. 

A.  They  were  actually  figured  from  those  four  days,  but 
I  have  not  kept  the  detail.  The  detail  of  all  of  this  has  been 
kept  out.  There  may  be  an  error  in  it,  but  it  will  be  a  very 
small  error.  To  make  an  even  number  on  this  chart  there 
might  have  been  a  slight  change,  but  I  do  not  think  that  change 
was  made.    I  think  you  will  find  that  number  would  figure  out. 

Bv  ^iR.  ^[.\kve:— 

O.  Are  you  familiar  with  the  way  they  arrived  at  this? 
Would  not  the  natural  way  be  to  count  the  number  of  mes- 
sages from  Harrisburg  to  each  one  of  these  points,  that  origi- 
nated during  those  four  days? 

A.  That  is  what  was  done. 

O.  Then  to  divide  those  messages  by  four  to  get  the 
average  per  day,  and  then  multiply  by  365? 

A.  That  would  be  the  way  of  getting  it,  because  you 
might  have  a  fraction.  Using  that  process  you  would  get  a 
fraction  of  a  message  per  day. 
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Commissioner  Pennvpacker:  I  do  not  suppose  he  con- 
tends that  that  is  an  absohitely  certain  Hght,  but  that  it  is 
to  some  extent. 

By  Commissioner  Pexxvpacker: — 

O.  I  notice  on  your  tables  that  the  messages  to  Yocum- 
town  from  Harrisburg  were  half  as  many  as  they  were  to 
Philadelphia.  Of  course,  you  might  find  a  camp  meeting 
there  those  four  days,  and  thus  be  led  astray? 

A.  That  might  be  possible. 

By  Mr.  French  : — 

O.  I  also  call  attention  to  the  fact  that  in  Pittsburgh, 
Pennsylvania,  the  messages  are  based  on  one  day.  There 
might  have  been  a  circus  in  town  that  day. 

A.  If  that  is  so,  it  w^as  a  count  made  for  some  other  pur- 
pose and  it  was  put  down  for  what  it  w^as  worth.  We  all 
realize  that  this  may  be  subject  to  change  if  carried  on  for 
365  days,  but  this  is  sure,  that  this  is  a  fair  indication  of  the 
volume  of  traffic,  and,  if  you  take  these  towns  and  know  any- 
thing about  the  geography  of  the  State  and  the  trend  of  the 
traffic,  you  will  find  it  corresponds  largely  with  what  you 
would  expect. 

By  Mr.  Marye: — 

O.  You  could  prove  that  up,  could  you  not.  by  comparing 
these  charts  with  your  cross-section  charts? 

A.  Yes. 


At  1  P.M.  a  recess  was  taken  until  2:30  P.M. 
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2  :30  P.M. 
Present:    Commissioners  \Vallace,  acting  Chairman,  John- 
son, Tone,  Brecht  and  Pennypacker. 
1)ERNE   H.   Evans,   Esq.,   assistant  counsel    for   the 

Commission. 
Other  counsel  as  hefore  noted. 
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Bv  Mr.  Marve:— 

O.  Have  you  prepared  an  exhibit  showing  the  earnings 
of  the  Bell  telephone  companies  in  the  State  of  Pennsyl- 
vania annually,  on  the  capital  as  carried  on  the  books  of  the 
Company  ? 

A.  I  have,  yes,  sir. 

O.  Is  that  the  sheet  I  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  State  of  Penn- 
sylvania, Earnings  on  Capital  Stock  Invested  in  Telephone 
Operations  in  Pennsylvania,  Jan.  1,  1885,  to  Oct.  31,  1913"' 
offered  in  evidence  and  marked  Exhibit  4-Z.) 

O.  Now  taking  that  exhibit  marked  4-Z,  please  state 
what  that  is  intended  to  show. 

A.  Exhibit  4-Z  shows  the  average  capital  stock  outstand- 
ing in  the  State  of  Pennsylvania  from  January  1,  1885,  to 
October  31,  1913,  inclusive.  From  the  total  amount  of  cap- 
ital stock  outstanding  has  been  deducted  the  amount  which 
is  re])resented  by  investments  in  securities  of  other  companies 
and  in  loans  to  other  companies,  leaving  a  balance  of  capital 
stock  outstanding  which  is  attributable  to  telephone  opera- 
tions in  Pennsylvania.  The  statement  then  shows  the  total 
dividends  paid  during  this  period,  and  from  that  has  been 
deducted  the  amount  of  dividends  and  interest  earned  from 
the  Company's  investment  in  securities  of  other  companies, 


Harland  A.  Trax.  1299a 

and  loans  to  other  companies,  leaving  a  balance  of  dividend? 
paid  attributable  to  telephone  operations  in  Pennsylvania. 

O.  That  amounted  to  how  much? 

A.  The  dividends  attrilnitable  to  telephone  operations  in. 
Pennsylvania  amounted  to  $29,376,281  during  this  period 
from  January  1.  1885,  to  October  31.  1913. 

O.  \\diat  does  that  give  you  as  an  average  rate  of  divi- 
dends from  telephone  operations  in  Pennsylvania  on  the  cap- 
ital? 

A.  The  rate  of  dividends  on  the  capital  stock  outstand- 
ing, attributable  to  telephone  operations  in  l^ennsylvania 
during  this  entire  period,  was  7.31/^. 

O.  Those  v/ere  the  actual  dividends  distributed? 

A.  Those  were  the  dividends  distriljuted. 
•  Q.   Now   conceiving   for   the   pur])oses   of   this   statement 
that  surplus,  as  it  is  accumulated  on  the  books  of  the  Com- 
pany, was  treated  as  earnings,  what  would  the  resultant  rate 
to  the  stockholders  have  been  ? 

A.  The  rate  of  return,  including  the  undistributed  earn- 
ings which  were  re-invested  in  property,  would  have  been 
8.89%  over  the  entire  period. 

O.  In  other  words,  if  they  had  distril^uted  the  earnings 
above  the  7.31%  which  you  are  speaking  of.  instead  of  re- 
investing it  in  plant,  thev  woidd  have  actually  distributed 
8.89%  ? 

A.     Yes,  sir. 

O.  Whereas,  as  a  matter  of  fact,  they  only  distributed 
at  the  rate  of  7.31%  annually? 

A.  Yes,  sir. 

O.  .\nd  the  difference  between  what  they  distributed 
and  what  they  actually  made  and  re-invested  in  plant,  v.as, 
in  total,  how  much? 

A.  $4,898,696,  accumulated  out  of  telephone  earnings, 
and  sundry  net  earnings  amounting  to  $1,465,868,  or  total  of 
$6,364,564. 

Q.  That  total  is  not  shown  here? 
A.   It  is  not  shown  here. 
O.  You  had  to  add  those  two  items? 
A.  Y'es,  sir. 
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The  Chairman  (Commissioner  Wallace)  :  Does  this 
7.31%.  the  average  rate  of  dividends  paid  from  telephone 
operations   in   Pennsylvania,   include  any  stock  dividend? 

Mr.  jVIarve:    It  includes  everything  that  was  distributed. 

The  Witness  :  The  stock  has  been  treated  as  cash  divi- 
dends in  this  statement,  assuming  that  it  was  cash  paid  out  and 
re-invested. 

I'.v  Mr.  Swavze: — 

O.  \\'e  assumed  that  a  stock  dividend,  if  declared,  was 
the  same  as  the  amount  of  cash  represented  by  the  face 
value  of  the  stock? 

A.  Yes.  sir. 

Mr.  Marve  :  You  see,  that  is  applying  the  rate  of  divi- 
dends to  the  capital  and  not  to  the  value  of  the  property,  as 
the  base. 

Commissioner  Johnson:  What  became  of  the  $12,000,- 
000  of  dividends  and  interest  earned  on  securities  owned? 

]\Ir.  ]\Iarye:    That  was  deducted  before  this  statement 
was  prepared. 

The  Witness:    It  was  paid  out  in  dividends. 

By  Commissioner  Johnson: — 

Q.  It  was  paid  out  in  dividends? 

A.  It  was  assumed  that  all  the  dividends  received  and 
all  the  interest  earned  from  outside  securities,  were  immedi- 
ately paid  out  again  in  dividends.  We  also  assumed  that  all 
their  investment  in  outside  securities  and  in  loans  to  other 
companies,  was  made  from  the  proceeds  from  the  sale  of 
their  own  capital  stock.  That  is,  we  assumed  that  all  of  that 
was  capitalized. 

Q.  That  is,  The  Bell  Telephone  Company  of  Pennsyl- 
vania and  associated  companies  had  $211,000,000  invested  .in 
securities? 

A.  That  is  the  total  of  the  averages  each  year  for  this 
period,  yes,  sir. 

O.  From  which  the  Telephone  Company  received  $12,- 
000,000  in  interest  and  dividends? 

A.     Yes,  sir. 
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Q.  That  was  a  Company  receipt,  was  it  not? 

A.  It  was  money  earned,  entirely  aside,  of  course,  from 
their  telephone  operations.  It  was  money  received  by  the 
Company  from  these  outside  investments. 

O.  \\^as  that  also  distributed  as  a  dividend,  in-  addition 
to  the  7.31%? 

A.  Yes,  sir,  it  was  distributed  on  the  stock  invested  in 
those  outside  securities,  of  course.  We  are  assuming  that 
they  purchased  these  outside  securities  from  the  proceeds  of 
the  sale  of  capital  stock  in  every  case,  so  that  the  $12,000,000 
would  not  enter  into  this  rate  of  return  that  we  show  here. 
7.31%.  The  total  amount  of  dividends  paid,  of  $41,000,000, 
includes  that,  and  their  capitalization,  of  $613,000,000.  also 
includes  that  investment,  and  the  rate  of  return  on  their 
total  investment,  including  their  investment  in  these  outside 
securities,  was  somewhat  less  than  7.31%. 

By  Mr.  Marye: — 

Q.  If  you  apply  the  $41,474,856  to  the  base  $613,- 
751,061,  that  would  give  you  a  less  annual  rate  of  return 
than  7.31%? 

A.  Yes,  it  would  be  somewhat  less  than  7%  on  their 
total  investment.  In  other  words,  their  investment  in  tele- 
phone operations  in  Pennsylvania  was  slightly  more  profitable 
than  their  investment  in  these  outside  securities. 

By  Commissioner  Tone: — 

O.  Does  this  item  $4,898,696  correspond  exactly  to  what 
the  surplus  was  on  the  books  of  the  Company  October  31, 
1913? 

A.  No,  it  does  not.  The  sundry  net  earnings,  of  course, 
also  went  into  the  surplus.  They  were  net  earnings  accunau- 
lated  aside  from  the  Company's  telephone  operations.  In 
addition  to  that,  in  the  past  various  other  items  have  gotten 
into  the  surplus,  which  did  not  represent  undistributed  earn- 
ings; items  that  really  did  not  belong. in  the  surplus  account, 
oo  that  the  surplus  as  shown  on  the  books  is  somewhat  larger 
than  the  actual  undistributed  earnings  during  that  period. 

Mr.  Swayze  :    Another  table  that  will  be  filed  will-  meet 
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\()iir  ]!(»int  on  the  surplus,  'Sir.  Tone.  This  is  only  for  this 
l.ur])()sc.     There  was  a  series  of  these  tables  worked  out. 

Co.MMissioNER  ToxE :  Will  there  be  a  table  filed  of  the 
gross  receipts  during  this  time  ? 

Mr.  Swavze:  Yes,  the  operating-  ratio  and  so  on.  Those 
will  all  come  in  among  the  tables  that  will  be  filed  this  after- 
noon ;  gross  receipts  and  gross  expenses,  of  course,  and  then 
uc  have  worked  out  the  operating  ratio. 

\'>\  -Mr.  French  : — 

O.  The  largest  part  of  that  $29,000,000.  distributed  in 
dividends,  was  distributed  to  the  American  Telephone  &  Tele- 
graph Company,  was  it  not.  the  largest  stockholder  ? 

A.  In  very  recent  years  the  American  Telephone  &  Tele- 
graph Company  has  owned  practically  all  of  the  stock,  either 
directly  or  indirectly,  but  in  the  earlier  years  the  stock  was 
quite  scattered.  The  A.  T.  &  T.  Company  always  owned 
some  of  it,  of  course. 

O.  Then  is  it  not  true  that  at  one  time  the  American 
Telephone  &  Telegraph  Company,  which  v.as  the  largest 
stockholder,  was  getting,  in  addition  to  the  dividends,  a  pay- 
ment of,  say.  16%  royalties  ? 

A.  1  cannot  say  as  to  the  percentage.  They  did  receive 
a  royalty  for  the  use  of  the  patent,  until  the  patent  expired, 
of  course,  the  basic  patent. 

A.  And  at  the  present  time  they  also  receive  a  payment 
of  4^%  on  the  gross  earnings  of  the  Company,  which  is 
rot  included  as  a  dividend? 

A.  Oh.  no.  that  is  not  treated  as  a  dividend,  of  course. 
That  is  one  of  the  items  of  expense. 

Q.  This  item  of  $29,000,000  in  dividends,  of  course, 
only  covers  the  property  of  the  Bell  Company  and  does  not 
cover  telephone  operations,  such  as  telephone  charges  from 
Pittsburgh  to  Philadelphia,  which  would  not  go  into  this 
account  on  account  of  the  present  arrangements  as  to  tralific? 

A.  This  covers  the  result  of  all  the  operations  of  the 
Bell  companies,  The  Bell  Telephone  Company  of  Pennsylvania 
and  The  Central  District  Telephone  Company,  in  operating 
their   own  property.     Of  course,  messages   which   would   be 
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handled  over  the  property  of  other  telephone  companies 
would  not  be  included,  except  the  share  of  the  local  company 
which  it  would  receive  on  such  a  call  as  a  call  from  Pittsburgh 
to  Philadelphia.  They  would  receive  a  commission,  and,  in 
case  any  portion  of  their  lines  was  used  in  connection  with 
such  a  message,  they  would  also  receive  a  pro-rate  in  addi- 
tion to  the  commission. 

Bv  Mr.  ]\L\rve: — 

O.  And  all  that  went  in  there? 

A.  All  that  revenue  would  be  included  in  the  Company's 
gross  revenue,  and  eventually  get  into  dividends. 

Bv  Commissioner  Pexxypacker: — 

Q.  Where  did  these  $211,704,416  come  from? 

A.  From  the  sale  of  capital  stock.  W'e  assumed  in  this 
statement  that  they  took  the  proceeds  from  the  sale  of  their 
own  capital  stock,  and  invested  these  proceeds  in  securities 
of  other  companies  and  in  loans  to  other  companies. 

O.  Did  anv  of  the  earnings  of  the  Company  go  into 
that  sum  ? 

A.   Xo,  none  of  the  earnings  of  the  Company. 

O.  At  no  time  ? 

A.  At  no  time,  not  as  we  made  this  statement  up.  We 
have  separated  out  the  capitalization  and  assumed  all  the  way 
that  their  purchases  of  outside  securities  and  their  loans  to 
outside  companies  were  from  the  sale  of  capital  stock  in  every 
case,  so  that  any  earnings  re-invested  would  appear  as  re-in- 
vested in  telephone  property  in  Pennsylvania. 

O.  Then  the  actual  dividends  to  the  stockholders  were 
considerably  less  than  8%,  were  they  not? 

A.  Yes.  that  is  true. 

O.  What  was  the  actual  dividend  to  the  stockholders? 

■\.  During   this   period? 

O.  Yes.  for  the  time  you  have  made  this  calculation. 

A.  I  have  not  worked  it  out  here.  It  would  be  obtained 
bv  dividing  this  $41,471,000  by  the  $613,751,000,  or  some- 
thing a  little  less  than  7%  on  the  whole  investment — on  the 
whole  outstanding  capital  stock. 
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y.  I  su|)|)f)^e  yi'U  ni.-ide  yotir  dividends  on  the  entire 
:  lock'  .■' 

A.  That  is  true,  yes,  sir. 

Q.  And-  that  stock  is  six  hundred  and  thirteen  milhon 
.•'.nd  something? 

A.  Yes.  sir.  The  effort  here.  Judge  Pennypacker,  was 
s  parate  out  those  holdings  in  such  a  way  as  to  show  what 
Ihc  result  would  have  been  if  the  companies  operatins;  in 
Pennsylvania  had  not  had  any  outside  securities  at  all;  if  they 
had  confined  their  operations  to  furnishina:  telephone  service 
in  the  State  of  Pennsylvania. 

W\  Mr.  French  : — 

O.  In  regard  to  this  $613,000,000  worth  of  capital  stock, 
was  there  not  a  large  part  of  the  capital  stock  which  did  not 
represent  actual  investment,  which  was  given  on  a  share  ex- 
change basis  to  the  American  Telephone  &  Telegraph  Com- 
pany ? 

A.  No.  All  of  that  was  issued  either  for  cash  or  for 
property  which  was  necessary  in  the  conduct  of  the  business. 
A  certain  amount  of  stock  v>'as  issued  to  the  American  Tele- 
phone &  Telegraph  Company  in  the  beginning,  for  the  priv- 
ilege of  using  the  patent  and  operating  in  certain  territorv, 
and  that,  of  course,  was  stock  paid  for  a  right  without  which 
the  companies  could  not  have  operated  at  all.  It  was  an  ab- 
solutely necessary  item  of  property. 

O.  What  proportion  of  the  stock  was  so  issued? 

A.  I  do  not  have  the  details  of  that,  but  as  to  The  Bell 
Telephone  Company  of  Pennsylvania,  the  proportion  was  verv 
small.  It  amounted  to  $80,000  of  their  total  issue.  Of  all  the 
stock  they  ever  issued,  only  $80,000  went  to  the  American 
Telephone  &  Telegraph  Company,  for  what  were  called  fran- 
chise or  license  privileges.  Of  the  Pennsylvania  Companv  and 
the  Central  Pennsylvania  Telephone  and  Supply  Company, 
35%  of  the  total  stock  which  they  issued  in  the  first  four  or  five 
years  of  the  business,  which  was  a  small  amount,  vrent  to  the 
A.  T.  &  T.  Company  for  what  they  called  franchise  or  license 
privileges.  In  the  case  of  The  Central  District  Telephone 
Company,  none  of  it  went  to  the  American  Telephone  &  Tele- 
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graph  Company  in  the  beginning,  but  in  the  vear  1889,  under 
their  agreement  with  the  American  Telephone  &  Telegraph 
Company,  they  issued  $250,000  capital  stock,  in  payment  for 
their  franchise  or  Hcense  privileges  in  the  territory  in  which 
they  operated. 

By  ]\1r.  Marye  :— 

O.  The  total  amount  of  that  stock,  issued  for  the  right  to 
use  the  Bell  patents,  was  relatively  small  as  compared  with  the 
present  capitalization  of  the  Company  ? 

A.  Yes,  it  w^as  very  small,  because  it  was  issued  only  in 
the  first  few  years  of  the  business,  during  which  the  amount 
of  capital  stock  issued  was  insignificant. 

O.  How  have  the  operating  companies  handled  that  on 
their  books  ? 

A.  The  amount  of  stock  issued  for  these* license  priv- 
ileges, for  the  use  of  the  patent,  was  amortised.  Thev  started 
to  amortise  it  about  the  year  1886.  and  most  of  it  had  been 
amortised  at  the  time  the  patent  expired.  I  think  some  of  it 
was  in  the  books  until  about  the  year  1902.  It  has  all  been 
amortised  now. 

O.  It  has  all  been  amortised  out  of  earnings? 

A.  Out  of  earnings,  yes,  sir. 

O.  The  larger  part  of  it  during  the  life  of  the  patent? 

A.  Yes,  sir. 

O.  So  that  to-dav  there  is  nothing  on  the  books  of  these 
operating  companies  representing  that? 

A.  Nothing  at  all. 

By  Mr.  French  : — 

Q.  But  the  American  Telephone  &  Telegraph  Com])any 
got  the  money  for  this  stock  which  was  given  them,  did  it  not? 

A.  They  received  the  stock  itself,  ves. 

By  Mr.  Marye  :— 

O.  And  still  have  it? 
A.  They  still  have  it. 

By  Mr.  French  : — 

Q.  And,    in    addition    to    receiving   the    stock,    they    also 


].^06a  Harland  A.  Trax. 

chart^ed  the  licensee  companies  a  certain  price  for  the  license, 
an  additional  yearly  charg-e? 

A.  They  also  received  a  royalty,  yes.  That  was  in  the 
ai^reenient  under  wliich  the  licensee  companies  were  permitted 
to  use  the  jiatent. 

O.  Then  some  of  the  smaller  companies,  anyway.  '^?ivt 
one-third  of  their  st(xd<  to  the  American  Telephone  &  Tele- 
i^raph  Company,  or  its  predecessor,  and  the  American  Tele- 
phone &  Telegraph  Company,  in  addition,  received  from  those 
companies  a  lar^^e  yearly  sum  for  a  license  ? 

A.  They  received  royalties  for  the  use  of  the  instrument. 

O.  In  addition  to  the  stock? 

A.  Yes,  so  much  per  station. 

P.v  Mr.  ]\I.\rye  : — 

O.  So  mlich  per  telephone? 

A.  So  much  per  telephone,  yes ;  the  use  of  the  instrument 
itself. 

O.  Have  you  prepared  an  exhibit  in  which  you  attempt 
to  estimate  the  amount  of  assets  of  these  Bell  operating  com- 
panies in  the  State  of  Pennsylvania  which  have  been  acquired 
ut  of  earnings?  i 

A.  Yes,  sir. 

O.  Is  that  the  paper  I  show  you? 

A.  Yes,  sir,  that  is  the  statement. 

(  Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  State  of  Penn- 
sylvania, Assets  Acquired  out  of  Earnings  up  to  December 
31,  1913,"'  offered  in  evidence  and  marked  Exhibit  5-A.) 

i:V  CoMMissioxER  Pennypacker  : — 

O.  I  see  that  in  this  item  of  $12,098,575  (in  Exhibit  4-Z), 
the  description  says  that  it  is  dividends  and  interest.  I  sup- 
pose, therefore,  that  some  of  that  item  of  $211,000,000  is  in- 
vested in  stocks,  is  it? 

A.  \es,  sir,  that  is  correct;  most  of  it  is  invested  in 
stocks.  Some  of  it  was  in  the  form  of  loans  to  other  com- 
l^anies. 
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Mr.  Marye:    We  will  show  you,  in  an  exhibit  we  are 
■  ■;  to  file,  the  holdings  of  the  Company.     We  propose  to 
yhdw  you  exactly  the  itemized  statement  of  our  holdings. 

Co.AiMissioxER  Pennvpacker  :  Stocks  of  what  corpora- 
tions ? 

The  Witxess  :  Stocks  of  telephone  companies  operating 
in  contiguous  territory. 

Ih'  Mr.  Marye: — • 

( ).  Give  the  companies. 

A.  The  companies  in  which  The  Bell  Telephone  Com- 
1  an\-  of  Pennsylvania  now  has  securities  are  The  Central  Dis- 
trict Telephone  Company,  The  Chesapeake  and  Potomac  Tele- 
phone Company,  The  Diamond  State  Telephone  Company,  The 
Delaware  and  Atlantic  Telegraph  and  Telephone  Company,  and 
The  Chesapeake  and  Potomac  Telephone  Company  of  Vir- 
ginia.    They  own  some  bonds  of  that  company. 

Q.  Do  they  own  any  stock  of  that  company? 

A.  No  stock,  just  bonds  of  that  company. 

By  Commissioxer  Brecht: — 

O.  Was  the  money  for  the  purchase  of  those  securities 
and  loans  obtained  from  the  sale  of  stock  exclusively  .^ 

A.  Of  course,  it  is  impossible  to  associate  any  particular 
liability  with  any  particular  asset,  but,  in  preparing  these  state- 
ments, we  have  associated  the  capital  stock  issued  by  The  Bell 
Telephone  Company  of  Pennsylvania  with  its  investment  in  the 
securities  of  other  companies  and  its  loans  to  other  companies. 
In  other  words,  we  have  assumed  that  they  sold  their  capital 
stock  and  used  the  proceeds  from  the  sale  of  that  capital  stock 
to  purchase  these  outside  securities. 

O.  There  were  stock  dividends  issued  from  time  to  time, 
were  there  ? 

A.  Yes,  by  the  companies  (jperating  in  Pennsylvania  there 
have  been  stock  dividends,  which  we  have  treated  in  every 
case  here  as  cash  dividends.  That  is,  in  our  dividend  state- 
ments we  have  shown  the  amount  of  those  stock  dividends, 

O.  And  the  stock  derived  from  that  source  mav  have  been 
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siil)sc(|ucnlly  rc-sold  and  the  money  from  that  source  invested 
in  these  securities? 

A.   I  am  not  sure  that  I  understand  that  question. 

().  1  say  the  stock,  as  such,  issued  as  dividends,  was  sold 
subsecjuently  and  the  money  from  that  source  used  in  purchas- 
Iiil;-  these  securities  and  loans? 

A.  When  a  stock  dividend  was  issued,  of  course  the  stock 
itself  was  issued  to  those  who  were  then  stockholders  of  the 
r.cll  Company. 

Q.  Would  not  that  indicate  that  there  were  some  of  the 
earnings  in  that  item  of  $211,000,000? 

A.  Xo — you  mean  tliat  that  issue  of  the  stock  was  not 
paid  for  in  cash? 

O.  Yes. 

A.  If  vou  would  choose  to  consider  those  stock  dividends 
not  as  cash  dividends,  but  as  stock  issued  to  cover  undis- 
tributed earnings — 

O.  They  were  purchased  out  of  the  earnings  of  the  Com- 
pany, were  they  not? 

A.  The  stock  was  issued,  the  stock  dividends  were  de- 
clared, of  course,  on  the  basis  of  undistributed  earnings  that 
had  been  accumulated  up  to  that  time. 

O.  In  the  event  of  the  sale  of  that  stock  subsequently  and 
that  money  being  used  for  the  purchase  of  securities  and  loans, 
it  would  indicate  that  some  of  the  earnings  are  in  that  item  of 
$211,000,000? 

A.  \\'e  could  treat  those  stock  dividends  as  property  ac- 
quired out  of  earnings  if  we  want  to.  There  is  no  reason 
why  we  could  not  do  that,  but  we  would  have  to  then  deduct 
them — 

Q.  In  reality,  are  they  not  earnings? 

A.  They  are,  but  we  have  treated  them  as  cash  dividends 
paid.  You  see,  if  we  are  going  to  consider  them  as  earnings 
re-invested  in  the  property,  then  we  have  to  omit  them  from 
our  statement  of  cash  dividends.  The  result  would  be  that 
we  would  get  a  much  lower  rate  of  return,  a  much  lower 
amount  of  dividends  paid,  and  a  correspondingly  larger  amount 
of  undistributed  earnings.  It  really  does  not  make  any  dif- 
ference   in    the   long   run    which    wav   vou  treat   them.     The 
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answer  is  the  same.  But,  as  we  have  already  treated  those 
stock  dividends  as  cash  dividends  paid,  then,  of  course,  we 
could  not  very  well  assume  that  this  stock  that  has  been  issued 
has  not  been  paid  for. 

Bv  ]\Ir.  Marye  : — 

Q.  Now  will  you  please  take  up  your  Exhibit  5-A  and 
explain  what  that  is  intended  to  show? 

A.  The  purpose  of  Exhibit  5-A  is  to  show  the  true  sur- 
plus, that  is,  the  actual  amount  of  undistributed  earnings 
which  have  been  re-invested  in  property.  The  surplus,  as  it 
is  shown  on  the  books,  is  not  the  true  amount  of  undistributed 
earnings,  because,  from  time  to  time  in  the  past,  there  have 
been  various  transactions  which  affected  that  surplus.  Cer- 
tain things  have  gotten  into  the  surplus  which  were  not  un- 
distributed earnings,  and  the  purpose  of  this  statement  was 
to  go  through  the  books  and  correct  all  of  those  entries  and 
arrive  at  the  real  amount  of  undistributed  earnings,  which 
have  been  re-invested  in  the  business. 

O.  Will  you  please  take  this  statement  5-A  and  point 
out  the  item  which  you  think  represents  the  true  book  sur- 
plus of  the  Company? 

A.  The  true  book  surplus  for  the  State  of  Pennsylvania 
as  a  whole  is  represented  by  item  54,  "Total  Assets  Acquired 
out  of  Undistriliuted  Earnings  in  Pennsylvania,"  of  the  sum 
of  $6,351,975. 

O.  Is  that  the  same  amount  that  appears  on  Exhiliit  4-Z 
by  adding  items  8  and  9? 

A.  No,  it  is  not  exactly  the  same,  because  there  is  a  slight 
difference  in  the  date.  Exhibit  4-Z,  of  course,  only 
covers  the  period  from  January  1,  1885,  to  October  31,  1913, 
while  this  study.  Exhibit  5-x\,  as  to  the  amount  of  assets  ac- 
quired out  of  surplus  earnings,  goes  all  the  way  back  to  the 
beginning. 

O.  And  continues  to  what  date? 

A.  To  the  end  of  the  year  1913.  The  amount  is  ap- 
proximately the  same.     It  is  very  close  to  the  same  amount. 

O.  The  difference  is  owing  entirely  to  the  dates  which 
you  selected  for  the  purpose  of  this  exhibit? 
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A.  \"cs.  It  was  necessary,  in  preparing  this  Exhibit 
5-.\,  to  go  clear  back  to  the  beginning. 

O.  In  order  to  try  to  indicate  to  the  Commission  the  re- 
sults of  operations  from  the  very  beginning  of  the  companies, 
or  their  predecessors,  to  December  31,  1913? 

A.  Yes.  sir. 

O.  Over  and  above  the  dividends  actually  declared 
throughout  this  period  of  thirty  odd  years,  the  companies  only 
earned  an  amount  which,  accumulated  now.  figures  some  six 
million  dollars? 

A.  Yes,  sir. 

Bv  THE  Chairman  (Commissioner  Wallace)  : — 

O.  Is  the  heading  of  this  Exhibit  5-A  a  proper  heading? 
You  have  a  list  of  the  assets  and  liabilities  here,  and  it  states 
"Assets  Acquired  out  of  Earnings  up  to  December  31,  1913," 
then  following  along  with  a  complete  statement  of  assets  and 
liabilities. 

A.  In  order  to  arrive  at  that  it  was  necessary,  first,  to 
take  the  assets  as  they  are  carried  on  our  books,  and  then  the 
attempt  was  to  correct  the  assets  as  carried  on  the  books  to 
show  the  actual  investment  in  assets.  There  have  been  a 
number  of  cases  where  the  amount  of  money  that  \vas  in- 
vested in  the  assets  was  somewhat  more  or  less  than  the 
value  at  which  the  assets  were  entered  on  the  books.  Like- 
wise, these  assets  were  not  acquired  entirely  out  of  earnings. 

By  Mr.  Marye  : — 

O.  C)nly  that  one  item  ? 

A.  Just  the  final  item,  54,  is  the  amount  we  find  to  have 
been  acquired  out  of  earnings. 

By  Commissioner  Johnson: — 

O.  You  assumed,  did  you,  that  stock  dividends  have  been 
declared  ? 

A.  Stock  dividends  have  been  declared,  and.  of  course, 
in  our  dividend  statement  they  have  been  treated  as  cash  divi- 
dends. 
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O.  \\'hat  amounts  of  stock  have  been  distributed  in  stock 
dividends  ;  do  you  know  ? 

A.  The  Bell  Telephone  Company  of  Pennsylvania  and 
its  predecessors  distributed  a  total  of  $151,034  in  stock  divi- 
dends in  Pennsylvania,  and  The  Central  District  Telephone 
Companv  distributed  a  total  of  $752,606  in  stock  dividends. 

r,v  Mr.  Marye  :— 

O.  Making  a  total  for  the  whole  State  of  how  much? 

A.  That  makes  a  total  for  the  State  of  $903,640. 

Q.  At  the  time  that  those  stock  dividends  were  declared, 
was  the  American  Bell  Telephone  Company,  or  the  American 
Telephone  &  Telegraph  Company,  or  any  other  Bell  tele- 
phone company,  the  sole  stockholder  in  the  company  that  de- 
clared that  stock  dividend? 

A.  No.  At  the.  time  the  stock  dividends  were  declared, 
the  stock  of  all  these  companies  operating  in  Pennsylvania 
was  scattered,  although  the  American  Telephone  &  Telegraph 
Company  owned  some  of  it  at  that  time. 

Q.  Is  there  any  way  of  knowing,  or  estimating,  or  cal- 
culating, what  the  outside  holders  of  that  stock  did  with  that 
stock  dividend? 

A.  No,  of  course  there  is  no  way  of  telling. 

O.  You  could  not  assume  that  they  sold  that  stock  and 
re-invested  the  proceeds  in  telephone  properties ." 

A.  No.  The  effect,  of  course,  of  a  stock  dividend  was 
just  the  same  as  though  the  Company  had  paid  that  much  in 
cash  dividends,  and  the  stockholders  had  then  turned  around 
and  put  their  money  back  into  the  business  in  new  stock,  pur- 
chased new  stock,  and,  for  the  purpose  of  these  statements, 
we  have  treated  those  stock  dividends  in  that  way,  treated 
them  just  as  though  they  had  been  cash  dividends.  The 
result  is  the  same,  no  matter  how  you  treat  them. 

O.  It  would  have  been  extremely  difficult  to  treat  them 
any  other  way? 

A.  We  might  have  omitted  them  entirely  from  the  divi- 
dend statement  and  said  they  were  not  dividends,  and  included 
them  in  the  surplus,  the  uiiflistributed  earnings.     The  answer 
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would  l)c  the  same;  you  take  them  out  of  the  dividends  paid 
and  put  them  into  the  surplus. 

Q.  The  combination  of  the  total  dividends  paid  and  the 
surplus  now  remaining,  added  together  and  applied  to  the 
same  basis  to  which  you  have  applied  this,  would  give  you 
exactly  the  same  percentage  that  you  have  arrived  at  in  this 
way  ? 

A.  "S'es.  sir.  You  would  get  the  same  rate  of  return  in 
Exhibit  4-Z,  or  8.89%,  no  matter  how  you  treated  the  stock 
dividends. 

O.  Have  you  prepared  an  exhibit  showing  the  annual 
gross  telephone  earnings  and  the  total  annual  expenditures  of 
the  operating  Bell  telephone  companies  in  the  State  of  Penn- 
sylvania, tin-oughout  their  history,  for  the  purpose  of  indi- 
cating tlic  annual  operating  ratio  of  the  companies  in  this 
State? 

A.  A^es,  sir,  I  have. 

O.  Is  that  this  statement  I  show  you  ? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company 
of  Pennsylvania  and  Associated  Companies,  State  of 
Pennsylvania,  Telephone  Revenue,  Telephone  Expendi- 
tures and  Percent  of  Expenditures  to  Revenue,  Jan.  1, 
1885  to  Oct.  21,  1913"  offered  in  evidence  and  marked 
Exhibit  5-B.) 

Q.  This  statement  5-B,  composed  of  two  pages,  shows 
the   average   annual   operating   ratio   has   been   what? 

A.  On  the  average,  over  the  entire  period  from  January 
1,  1885,  to  October  31,  1913,  it  was  65.95%. 

O.  Those  dates  are  taken  to  make  this  exhibit  read  in 
connection  with  the  exhibits  filed  by  Mr.  Gillette? 

A.  Yes.  Exhibits  PP  and  OO. 

Q.  In  the  year  1891  I  note  that  the  operating  ratio  was 
100%  ? 

A.  Yes,  sir. 

O.  Can  you  explain  why  that  was  so? 

A.  In  the  year  1890,  and  particularly  in  the  year  1891, 
the  Company's  expenditures  for  replacements  of  property  on 
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account  of  changes  in  the  art,  chiefly  the  replacement  of  cables^ 
which  were  adapted  only  for  use  with  grounded  circuits  by 
cables  which  provided  for  metallic  circuits,  and  the  replace- 
ment of  switchboards  and  other  equipment  in  some  cases, 
necessitated  a  very  unusal  expenditure  in  those  two 
or  three  years.  That  was  the  chief  cause  for  the  current 
expenditures  in  the  year  1891  being  slightly  more  than  the 
total  revenue.  Another  reason  was  that,  in  those  years,  the 
Company  was  amortising  its  franchise  account  out  of  earn- 
ings, and,  of  course,  that  was  charged  to  expense. 

Q.  You  mean  by  franchise  account  the  stock  that  they 
had  issued  to  the  American  Bell  Telephone  Company  for  the 
right  to  use  the  patents? 

A.  Yes,  for  the  license  privileges. 

Bv  THE  Chairman  (Commissioner  Wallace)  : — 

O.  Is  that  the  amount  here  marked  "Less  Amounts 
Charged  to  Expense,  but  Properly  Chargeable  to  Capital  Ac- 
count, $5,086,025  ?" 

A.  No.  the  amount  referred  to  is  on  the  first  page  under 
the  year  1891.  The  current  telephone  expenditures  in  that 
year  amounted  to  something  more  than  their  total  revenue. 
I  was  explaining  why  their  expenditures  were  so  high  in  that 
year. 

Mr.  Marye  :  They  paid  out  more  than  they  took  in. 

The  Chairman  (Commissioner  Wallace)  :  I  thought  that 
was  possibly  part  of  the  time  they  were  amortising  this  amount 
of  $5,000,000. 

By  Commissioner  Johnson  : — 

Q.  I  suppose  the  American  Telephone  &  Telegraph  Com- 
pany might  have  been  highly  profitable  in  1890  and  1891? 

A.  I  could  not  say  as  to  that.  I  think  they  were  paying 
dividends. 

Mr.  Marye  :  I  do  not  think  they  ever  failed  to  pay  a 
dividend.  They  were  on  a  7%  basis  then  and  I  think  they 
have  always  paid  their  dividend. 

Commissioner  Johnson  :  The  only  point  is.  this  is  a 
showing  for  one  small  company. 
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Mr.  JVlAini-: :  '^'es,  some  other  company  may  have  shown 
very  well.  They  may  not  have  gotten  to  that  point,  or  may 
have  gotten  to  it  some  years  Ijefore.  It  just  struck  me  as 
l)cing  unusual,  and  1  asked  the  question. 

r.v  Mr.  Marve: — 

O.  Will  you  please  take  up  the  item  that  Commissioner 
Wallace  indicated,  and  explain  what  you  meant  by  that  item 
and  why  }ou  made  it  stand  out  that  way,  like  a  sore  thumb? 

A.  The  total  of  $104,502,436,  shown  just  above  that  $5,- 
000,000,  was  the  total  expenditures  as  they  appeared  on  the 
Company's  books,  but,  during  all  this  period  the  Company 
charged  certain  things  to  expense  which  we  now  consider 
should  properly  have  been  charged  to  capital  account. 

O.  Can  you  indicate  some  of  those? 

A.  Such  items  as  the  cost  of  selling  service,  a  proportion 
of  the  executive  expense,  and  the  expense  of  the  Accounting 
Department,  the  Legal  Department  and  the  Financial  De- 
partment, covering  the  time  of  the  officials  in  those  depart- 
ments in  connection  with  construction  work  and  the  develop- 
ment of  the  business ;  also  traffic  engineering  expense,  which 
is  associated  with  construction  work.  The  practice  has  always 
been  to  charge  all  of  those  items  to  current  expenses. 

By  the  Chairman  (Commissioner  Wallace)  : — 

O.  What  is  the  practice  under  the  Interstate  Commerce 
Commission  ? 

A.  The  practice  is — I  think  that  is  left  somewhat  un- 
settled at  the  present  time.  If  I  am  not  mistaken,  there  is 
some  option  on  the  part  of  the  companies  as  to  just  how  they 
will  treat  those,  and  this  company  is  still  charging  those 
things  to  expense;  but  I  believe  that  at  least  some  of  those 
items  they  have  the  option  of  charging  to  capital  account. 

By  Mr.  Marye  :— 
O.  All  of  them? 
A.  All  of  them,  I  believe,  yes. 

By  the  Chairman  (Commissioner  Wallace)  : — 

O.  If  you  make  it  the  other  way,   instead  of  charging 
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these  to  expense,  it  would  show  a  greater  earning  capacity; 
that  is  all  there  would  be  in  that? 

A.  Yes,  it  would  show  a  greater  earning  capacity. 

O.  In  the  building  up  of  the  Company  there  must  have 
been  many  items,  which  the  Interstate  Commerce  Commission 
w^ould  refuse  to  let  go  into  capital  expenditure  now,  which  did 
at  that  time? 

A.  No,  the  tendency  was  distinctly  the  other  way,  I  think. 

O.  Cost  of  money  and  the  premium  paid  in  the  sale  of 
bonds,  and  that  sort  of  thing? 

A.  Oh,  yes,  all  those  things  were  charged. 

Q.  They  formerly  went  into  capital  account,  cost  carried 
as  capital.  If  you  sold  $10,000,000  worth  of  bonds  for  $9,- 
000,000,  you  would  set  up  your  account  for  $10,000,000  and 
put  your  property  in  for  the  exact  amount,  although  you  only 
received  $9,000,000  for  it.  You  would  have  to  make  a  show- 
ing some  place,  and  that  was  the  customary  w^ay,  in  years 
gone  by? 

A.  To  dispose,  say,  of  discounts? 

Q.  Yes. 

A,  There  were  very  few  cases — I  know  of  onlv  two 
cases — where  stock  was  sold  at  a  discount.  In  both  cases  the 
amount  was  charged  to  construction.  They  put  it  in  the  prop- 
erty accounts  at  the  full  amount.  The  total  of  that  was  only 
$98,000  for  the  two  companies  that  sold  stock  at  a  discount. 
That  appears  in  this  statement  5-A. 

By  Mr.  Marye  :— 

Q.  If  you  had  not  attempted  this  separation,  so  as  to  cut 
from  the  annual  expenditures  those  items  which  you  think 
should  have  been  charged  to  construction — if  you  had  not  done 
that,  it  would  have  indicated  rather  a  false  operating  ratio, 
would  it  not? 

A.  Yes,  it  would  have  indicated  a  percentage  of  expenses 
to  revenue  higher  than  it  really  should  have  been.  This  cor- 
rection was  made  in  order  to  show  the  ratio  of  the  true  ex- 
penses, the  true  expenditures  properly  chargeable  to  expense, 
to  the  gross  revenue. 
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J'.v  THE  Chairman'   (Commissioner  Wallace)  : — 

Q.  Have  you  corrected  your  books  recently  to  conform 
to  these  figures? 

A.  Xo,  sir.  no  corrections  have  been  made  in  the  books 
at  all. 

Q.  Are  these  figures  taken  exactly  from  your  books? 

A.  Yes.  Of  course,  the  figures  that  appear  in  this  table 
do  not  appear  in  the  books,  for  the  reason  that  these  are  com- 
bined figures  for  a  number  of  companies,  and  some  of  those 
companies  have  operated  both  in  and  out  of  the  State,  and  we 
were  compelled  in  those  cases  to  make  apportionments,  esti- 
mates. 

O.  Did  I  not  understand  you  to  say  that  you  had  cor- 
rected your  figures,  in  your  testimonv  here  a  few  minutes 
ago? 

A.  On  the  books  ?  No ;  no  corrections  have  been  made 
in  the  book  figures.  On  the  books  of  the  Company  no  changes 
have  been  made  at  all. 

Q.  But  these  figures  actually  represent  the  assets  and 
liabilities  of  The  Bell  Telephone  Company  of  Pennsylvania 
and  of  The  Central  District  Telephone  Company? 

A.  You  are  referring  now  to  Exhibit  5-A? 

O.  I  have  gone  back  to  5-A. 

A.  In  that  case  we  did  go  back  over  the  books  and  pick 
out  all  the  transactions  that  would  affect  the  surplus  in  such 
a  way  as  to  introduce  an  error.  That  is,  for  example,  the 
Company  carries  on  the  books  $59,996,000  capital  stock,  The 
Bell  Telephone  Company  of  Pennsylvania.  That  is  the  par 
value.  As  a  matter  of  fact,  they  received  for  that  stock 
$60.771, 722.  because  the  net  premium  on  the  stock  amounted 
to  $775,000.  That  $775,000  got  into  the  surplus,  but.  of 
course,  it  does  not  belong  there,  because  it  was  not  undistrib- 
uted earnings. 

•  Q.  AVhere  would  you  put  it,  if  not  in  the  surplus? 
A.  I  would  carry  it  in  a  separate  account,  as  premium 
on  capital  stock. 

O.  ^^  ould  it  not  be  a  surplus  just  the  same:  under 
any  name,  would  it  not  be  still  a  surplus? 
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A.  No,  it  would  appear  on  the  liability  side,  as  pre- 
miums on  capital  stock. 

Q.  That  is  where  your  surplus  would  appear,  too,  or 
your  undivided   profits   of   any   kind,   would   appear  there? 

A.  Yes. 

O.  It  would  be  reflected  on  the  other  side  by  assets? 

A.  Yes,  that  is  true. 

O.  So  that,  under  any  other  name,  it  would  still  be  a  sur- 
plus, althoug"h  it  was  not  derived  from  earnings? 

A.  It  was  not  derived  from  earnings,  yes. 

O.  It  was  a  premium  the  Company  received? 

A.  Yes.  that  is  right.  The  aim  was  here  to  find  out 
what  th-e  undistributed  earnings  that  were  re-invested 
amounted  to. 

By  :\Ir.  Marye:— 

Q.  It  v,as  to  restrict  it  to  surplus  built  out  of  earnings; 
was  that  your  effort? 

A.  Yes. 

Q.  But,  as  Commissioner  Wallace  said,  it  was  surplus; 
surplus  can  be  derived  from  capital  issues  as  well  as  earn- 
ings? 

A.  We  are  not  allowed,  I  think,  to  carry  it  under  the 
head  of  surplus  now.  We  have  to  carry  it  as  premiums 
on  capital  stock. 

Q.  Under  the  new  accounting  system? 

A.  Under  the  new  accounting  system  of  the  Interstate 
Commerce  Commission. 

By  the  Chairman    (Commissioner  Wallace): — 

O.  What  could  you  do  with  that  money,  if  not  per- 
mitted to  carry  it  that  way?  Could  you  not  distril)ute 
it  as  a  dividend,  if  it  was  necessary? 

A.  Xo;  if  you  carried  it  on  your  books  as  premium, 
as  a  liability  under  the  head  of  premium  on  capital  stock, 
I   should  not  think  you  could  then  distribute  it. 

Q.  You  could  not  distribute  it.  but  you  could  carry 
it  as  surplus? 

A.   If  you  carried  it  as  surj^lus.  you  could  distril^ute  it. 
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(j.  I'"ithcr  way.  what  could  you  do  with  it?  L'se  it  only 
in   the  conduct  of  your  business? 

\.  I  should  say  you  would  be  obliged  to  put  it  in  the 
assets,  just  the  same  as  any  other  proceeds  from  the  sale 
of  your  stock. 

O.  It  is  not  a  capital  stock  account,  though?  If  you 
sold  a  million  dollars'  worth  of  capital  stock,  it  would 
not  make  any  difference  what  you  got  for  it;  it  would  still 
be  a  million  dollars'  worth  of  stock  outstanding,  it  would 
not  be  a  million  and  ten  thousand  dollars? 

A.  That  is  true,  but  we  would  have  to  carry  that  mil- 
lion dollars  capital  stock  and  ten  thousand  dollars  premium 
on  capital  stock,  under  the  present  accoimting  system  pre- 
scribed by  the  Interstate  Commerce  Commission. 

Q.  On  the  other  side,  suppose  you  sold  the  stock  at 
a  slight   margin  below  par? 

A.  Yes,  sir. 

O.  Then  you  would  have  to  amortise  it  out  of  the 
earnings  of  the  Company,  would  have  to  make  up  the  dif- 
ference over  a  period  of  years? 

A.  Yes,  sir;  we  would  carry  a  discount  account,  until 
it  was  offset,  perhaps,  by  premiums,  or,  if  it  were  not  offset 
by  premiums,  would  have  to  amortise  it  eventually.  But 
where  we  have  received  a  premium  on  capital  stock  sold,  we 
have  been  required  to  carry  it  indefinitely  as  a  separate 
account,  under  that  head. 

O.  Do  you  keep  your  accounts  now  in  conformity  with 
the  uniform  system  of  accounting,  as  prescribed  by  the 
Interstate   Commerce   Commission? 

A.  Yes,  sir,  that  system  has  been  adopted. 

O.  According  to  the  system  of  accounting  prescribed 
by  the  Interstate  Commerce  Commission,  it  is  permissible 
for  a  company  to  charge  to  capital  account  the  cost  of  or- 
ganization and  development,  line  26  of  statement  4-1. 
Under  this  item  26,  as  organization  and  development,  you 
have  in  this  particular  case  charged  $1,345,400.  That  is 
the  item  which  I  asked  if  the  Interstate  Commerce  Com- 
mission permits  you  to  capitalize. 

A.  Yes,    sir.   but    the    Company   is   not    doing   it    at    the 
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present  time.  That  is,  they  ha\e  some  expenditures  now, 
I  presume,  even  at  this  stage  of  their  development,  which 
might  come  under  that  account,  but  they  are  not  charging 
that  to  capital  account. 

Q.  Did  they  in  the  period  of  organization? 

A.  No,  sir,  they  have  never  done  it. 

Q.  What  did  they  do  with  that  cost  in  the  organiza- 
tion ? 

A.  That  was  treated  as  expense,  charged  to  expense. 

O.  In  this  rate-making  proposition,  you  are  putting 
that  in  as  a  replacement  value,  upon  which  you  expect 
to  have  an  allowance  made  which  will  permit  you  to  pay 
a  dividend,  on  the  organization  expenses? 

A.  That  is  true,  yes,  sir. 

The  Chairman  (Commissioner  A\'allace)  :  And  the  same 
thing  with  selling  service,  and  the  same  with  promoter's 
remuneration  and  the  same  with  the  cost  of  money? 

Mr.  Marye:  Yes,  sir. 
By  the  Chairman  (Commissioner  Wallace  )  :  — 

Q.  That  was  all  taken  care  of  in  the  early  days  by 
charging  to  expense? 

A.  Everything  of  that  nature  I  think  was  charged  to 
expense. 

O.  And  the  earnings  of  the  Compan}-,  of  course,  took 
care  of  it? 

A.  Yes,  sir. 

Mr.  Marye:  Took  care  of  it,  if  the  Commission  will 
permit  me,  unless  Mr.  Gillette  was  correct  in  the  tables  he 
put  in,  showing  the  past  earnings  of  the  Company. 

Commissioner  Johnson:  It  would  be  conservative  finan- 
cial management  to  continue  to  charge  those  items  to  expense, 
would  it  not? 

Mr.  Marye:  I  think  not.  I  think  it  is  questionable.  I 
think  it  is  a  question  as  to  how  we  should  handle  it  in  the 
future. 

Commissioner  Johnson:  Otherwise  you  continue  to  pile 
up  your  capitalization,  and  thus  make  your  future  more  un- 
certain ? 

Mr.  Marye:  I  do  not  think  more  uncertain.     If  wc  make 
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an  e.\j)enditurc  thai  is  for  capital,  that  should  go  to  capital. 
If  we  make  an  expenditure  for  actual  expense,  it  should  go 
to  expense,  otherwise  your  bookkeeping  falls. 

Commissioner  Johnson:  The  larger  the  capital,  the 
larger  the  fixed  charges. 

Mr.  Marye:  That  cannot  be  helped.  Dr.  Johnson,  if  it 
is  capital. 

The  Chairman  (Commissioner  ^^'allace )  :  If  the  general 
public,  however,  has  paid  you  sufficient  money  for  the 
service  to  enable  the  Company  to  take  care  of  $10,081,822  of 
organization  expenses  under  various  headings,  and  you  have 
already  charged  them  to  expense,  is  it  right  to  capitalize  that 
at  this  late  date? 

Mr.  Marve  :  Certainly  so — depending  upon  whether  we 
have  received  exorbitant  returns,  or  a  fair  return,  in  the  past. 

The  Chairman  (Commissioner  \\allace)  :  That  is  evi- 
dence that  you  have  received  a  fair  return,  or  you  would  not 
have  been  able  to  take  care  of  the  expenses. 

Mr.  Marve  :  We  may  be  able  to  take  care  of  the  expense 
and  not  have  any  return. 

The  Chairman  (Commissioner  Wallace)  :  The  public 
has  paid  for  this  $10,000,000. 

Mr.  Marye  :  If  they  have  also  paid  us  a  fair  return. 

The  Chairman  (Commissioner  \Vallace)  :  That  is  the 
question.  If  they  have  paid  you  a  fair  return  at  the  same 
time,  and  taken  care  of  those  expenses,  the  public  should  not 
be  expected  for  all  future  ages  to  pay  a  dividend  on  the 
$10,000,000  which  the  Company  expended  and  for  which  it 
reimbursed  itself  out  of  earnings. 

AIr.  Marye  :  I  think  myself  they  should,  but  as  we 
have  set  this  up — our  position,  of  course,  is  that  they  should. 

AIr.  Sway'ze  :  I  hope  we  have  made  that  plain. 

]\Ir.  ]\Iarye  :  Even  if  we  had  shown  a  great  deal  higher 
rate  of  earnings  than  we  do  show. 

^Ir.  Swayze:  We  will,  of  course,  argue  that  very  fully 
with  the  Commission  at  a  later  date. 

Mr.  Marye  :  There  was  a  purpose  in  putting  in  that  ex- 
hibit, as  there  has  been  in  all  the  testimony  we  have  put  in,  to 
indicate  what  we  conceive  to  be  the  value  of  that  property. 
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That  exhibit  was  put  in.  as  I  recall,  by  Mr.  Paine.  In  his 
exhibit  of  the  value  of  the  property  to-day.  he  made  an  esti- 
mate of  $72,000,000.  and  he  itemized  it. 

The  Chairman  (  Commissioner  Wallace)  :  I  think  it  pos- 
sibly should  be  taken  in  when  you  come  to  look  over  the  ques- 
tion of  replacement  value. 

Mr.  Marve  :    Taken  into  consideration  ? 

The  Chairman  (Commissioner  Wallace)  :  \Mien  you  go 
over  the  question  of  the  replacement  value  of  your  property. 

^Ir.  Marye  :   Yes,  sir. 

The  Chairman  (Commissioner  \\'allace)  :  I  think  it  is 
all  right  to  take  into  consideration  then.  It  would  have  to  be 
spent  to  buy  a  new  company.  But  if  they  charge  it  to  expense 
account  and  the  puljlic  has  paid  the  expense,  the  question  is, 
should  it  be  capitalized  for  all  time? 

AIr.  Marye  :  Yes,  sir.  That  is  the  reason  some  gentle- 
men— courts,  commissions  and  experts — advocate  the  histori- 
cal method  for  calculating  the  going  concern  value.  It  is  in 
disagreement,  however,  with  any  such  conception  that  other 
courts,  commissions  and  experts  advocate  taking  the  replace- 
ment value  to-day.  We  have  attempted  to  indicate  the  value 
from  both  points  of  view,  giving  it  historically,  as  it  actually 
occurred,  as  well  as  we  can  looking  back,  and  also  giving  an 
estimate  of  what  it  would  cost  us,  or  anybody  else,  to  dupli- 
cate our  present  property  to-day.  For  myself  personally.  [ 
think  the  latter  is  the  more  logical  basis  to  take.  I  think,  how- 
ever, that  the  Commission  should  have  both  points  of  view.  In 
this  particular  case  it  is  astonishing  how  close  you  come  out 
on  either  theory.  You  can  throw  a  pocket  handkerchief,  al- 
most, over  the  results. 

Commissioner  Tone:  \\'ould  you  furnish  us  with  a 
statement  of  the  number  of  subscriber  stations  during  the  lat- 
ter part  of  each  of  the  years  on  the  statement  5-B  ? 

Mr.  ]\1arve:  We  have  already  filed  a  statement  showing 
the  number  of  stations  in  each  year  from  the  beginning  to  the 
present  day,  and  the  numljer  of  exchanges  and  the  length  of 
toll  line.  I  think  that  is  statement  3-K.  It  is  already  in  the 
record. 
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r.v  Mk.  Mauve:— 

(j.  Have  you  prepared  a  statement  in  which  you  attempt 
to  show  the  sources  of  the  money  which  is  now  invested  in 
])r(>i)crty  in  Pennsylvania.'' 

A.   \'es,  sir. 

Q.   Is  that  the  statement  I  show  you? 

-A.   \es.  sn". 

(Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania,  and  The  Central  District  Telephone  Com- 
l)anv,  in  the  State  of  Pennsylvania,  Sources  of  Money 
Invested  in  Property  as  of  October  31,  1913"  offered  in 
evidence  and  marked  Exhibit  5-C.) 

Q.  Will  vou  please  take  this  statement,  marked  5-C,  and 
state  what  that  is  intended  to  show? 

A.  Exhibit  5-C  is  really  just  a  condensed  balance  sheet 
of  the  Companies  in  Pennsylvania,  as  of  October  31,  1913. 
and  is  intended  to  show  from  what  source  the  Company  se- 
cured the  capital  which  is  invested  in  its  securities  and  loans 
and  in  its  telephone  property  in  Pennsylvania. 

O.  The  liability  column  shows  the  sources  of  the  money? 

A.  Yes. 

Q.  Divided  into  how  many  items? 

A.  Into  four  items :  capital  stock,  borrowed  capital,  re- 
serves and  surplus. 

O.  Is  there  any  duplication  in  that  item  capital  stock? 

A.  Xo.  In  the  item  capital  stock,  $60,000,000,  we  have 
eliminated  whatever  duplication  there  might  have  been,  due 
to  the  fact  that  The  Bell  Telephone  Company  of  Pennsylvania 
owns  practically  all  of  the  capital  stock  of  The  Central  Dis- 
trict Telephone  Company. 

O.  So  that  that  item  of  $60,000,000  is,  in  fact,  the  pres- 
ent capitalization  of  The  Bell  Telephone  Company  of  Penn- 
^ylvania  ? 

A.  It  is  the  present  capitalization  of  the  two  companies, 
after  eliminatins^  the  duplication.  It  is  made  up  of  $59,996,000 
capital  stock  of  The  Bell  Telephone  Company  of  Pennsyl- 
vania— that  is  the  amount  outstandins;  at  the  present  time — 
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plus  $4,000  capital  stock  of  The  Central  District  Telephone 
Company.  Only  $4,000  of  The  Central  District  Telephone 
Company  stock,  as  of  October  31,  1913.  was  outstanding  in 
the  hands  of  the  public.  All  the  rest  of  it  was  owned  by  The 
Bell  Telephone  Company  of  Pennsylvania,  and,  therefore,  was 
included  in  their  capitalization  of  S59,996.000. 

O.  Your  second  item  of  liability  is  what? 

A.  Borrowed  capital. 

O.  That  is  borrowed  money? 

A.  Borrowed  money;  yes,  sir. 

Q.  And  your  third? 

A.  The  third  is  reserves. 

O.  And  your  fourth  ? 

A.  The  fourth  is  the  surplus  as  it  appears  on  the  books 
on  this  date.     It  is  not  the  true  surplus. 

O.  Xow  take  your  assets  column. 

A.  Under  the  assets,  we  have  first,  investment  in  securi- 
ties of.  and  loans  to,  other  companies,  except  The  Central 
District  Telephone  Company,  amounting  to  $16,234,852. 

O.   Secondly  ? 

A.  Second,  investment  in  securities  of,  and  loans  to.  The 
Central  District  Telephone  Company  in  Ohio  and  West  Vir- 
ginia, amounting  to  $6,052,727,  or  a  total  investment  in  securi- 
ties of  other  companies  and  loans  to  other  companies  of  $22,- 
2iy7 ,}^79,  after  eliminating  all  duplication  within  the  State  of 
Pennsylvania  between  The  Central  District  Telephone  Com- 
])any  and  The  Bell  Telephone  Company  of  Pennsylvania. 

Q.  Then  your  second  general  head  for  assets  is  what? 

A.  Is  B,  telephone  pro])ertv  in   Pennsylvania. 

O.  By  that  you   mean  the  o])erating  property? 

A.  The  property,  yes,  devoted  to  telephone  operations. 

O.  That  you  have  sub-dixided  into  four  general  items? 

A.  Yes,  sir. 

O.  Your  first  being? 

A.  First  the  pn^perty  which  was  accpiired  from  the 
proceeds  of  the  sale  of  capital  stock,  amounting  to  ':^?)7,- 
712,421.  This  amount,  plus  the  822.000,000  shown  above, 
invested  in  securities  and  loans,  makes  the  total  capital 
stock  of  $60,000,000  shown   un<ler  liabilities. 
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O.   Vour  second  item  under  property? 

A.  Is  ])roperty  built  from  borrowed  ca])ital. 

y.  And  your  third? 

A.  The  third  is  property  built  out  of  reserves. 

Q.  And  the  fourth? 

A.  Is  property  built  out  of  surplus. 

Q.   Making-  a  total  of  property  of  what? 

A.  Total  property  of  $54,480,871,  which  was  tlie 
amount  at  which  the  property  was  carried  on  our  books 
on  the  date  of  this  statement. 

O.  This,  then,  is  purelv  a  condensed  balance  sheet  from 
the  books  ? 

A.  Yes,  sir. 

O.  With  no  attempt  to  show  the  real  value  of  the  prop- 
erty ? 

A.  No,  sir. 

O.  It  is  just  simply  the  figures  that  appear  on  the  books 
of  the  Company  ? 

A.  Yes,  sir. 

O.  And  on  the  books  of  the  Company  there  is  no  sucii 
tagging-  of  assets  against  liabilities  as  appears  on  this  con- 
densed balance  sheet? 

\.  No.  In  making  this  up  we  have  assumed,  of  course, 
that  those  securities  and  loans  were  purchased  from  the  sale  of 
cai)ital  stock.    That  is  an  assumption. 

Bv  Commissioner  Johnson: — 

O.  Are  those  S16,0C0.000  of  securities  and  loans  of  Bell 
companies  of  one  kind  or  another? 

A.  Yes,  sir. 

AIr.  !\Iarye  :  We  will  show  that  in  an  itemized  statement 
later  on. 

Commissioner  Johnson:  It  is  not  the  policy  to  make 
outside  investments? 

Mr.  Marve  :  No,  >ir.  In  no  case  have  we  ever  done  it. 
The  Bell  companies  invest  all  the  money  they  can  get  in  each 
other.  I  think  the  only  departure  I  know  of  from  that  is  when 
the   American   Company  purchased  a  block  of   stock  of   the 
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Western  Union  Telegraph  Company.  That,  of  course,  was 
subsequently  disposed  of  under  an  a'^reenient  v>ith  the  Attor- 
ney-General of  the  United  States. 

Bv  Commissioner  B'reciit  : — 

O.  I  understand  that  in  Xo.  1,  investment  in  securities 
of,  and  loans  to.  other  companies,  "other"  refers  to  telephone 
companies  ? 

A.  Yes,  sir. 

Mr.  Marvf,  :  Those  companies  Mr.  Trax  enumerated  a 
few  moments  ago. 

Bv  Mr.  Marve:— 

O.  Have  you  prepared  a  statement  showing  the  securities 
owned  by  The  Bell  Telephone  Company  of  Pennsylvania? 

xA.  Yes,  sir. 

Q.  Is  that  the  paper  I  now  show  you? 

A.  Yes,  sir. 

(Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  Statement  of 
Stocks  and  Bonds  Owned  and  Bills  Receivable  from  Other 
Telephone  Companies,  and  Dividends  and  Interest  Re- 
ceived from  Other  Telephone  Companies — January  1st  to 
December  31st"'  offered  in  evidence  and  marked  Exhibit: 
5-D.) 

Q.  This  Exhibit  5-D  shows  a  statement  of  the  stocks  and 
bonds  owned  and  bills  receivable  by  The  Bell  Telephone  Com- 
pany of  Pennsylvania  and  associated  companies,  and  also  the 
dividends  and  interest  received  thereon  by  The  Bell  Telephon;- 
Company  of  Pennsylvania  and  associated  companies? 

A.  Yes,  sir. 

O.  Have  you  prepared  an  exhibit  shov\-ing-  a  compari- 
son between  the  average  capital  stock  outstanding  and  the 
average  investment  in  property? 

A.  Yes,  sir. 

O.   Is  that   the  paper  I   show  }ou  ? 

A.  Yes,  sir. 
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(Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  State  of  Pennsyl- 
vania, Comparison  of  Capitalization  with  Property  Invest- 
ment, Ian.  1,  1885,  to  Oct.  31,  1913"  offered  in  evidence 
and  marked  Exhibit  5-E.) 

O.  Have  von  prepared  an  exhibit  showing-  the  receipts 
from  all  sources  and  total  expenditures  of  the  Bell  telephone 
comi)anies  operating  in  Pennsylvania? 

A.  Yes,  sir. 

O.  Is  that  the  paper  I  show  you? 

A.  Yes,  sir. 

(  Statement  entitled  "The  Bell  Telephone  Company  of 
Pennsylvania  and  Associated  Companies,  State  of  Penn- 
sylvania, Comparison  of  Receipts  from  all  Sources  with 
Total  Expenditures  for  all  Purposes,  Jan.  1,  1885,  to  Oct. 
31,  1913"  ofiered  in  evidence  and  marked  Exhibit  5-F.) 

O.  This  statement  5-F  purports  to  represent  what? 

A.  A  comparison  of  receipts  from  all  sources,  whether 
from  investors  or  from  revenue,  with  expenditures  for  all 
purposes,  including  in  expenditures,  investment  in  prop- 
erty and  the  payment  of  current  expenses. 

O.   Between  what  periods? 

A.  Between  January  1,  1885,  and  October  31,  1913. 

O.  Those  were  the  dates   ]\Ir.   Gillette  used? 

A.  Yes,  sir. 

O.  \\'ill  you  please  take  exhibits  3-X  and  4-G  and 
explain  why  the  items  interest  and  dividends  do  not  cor- 
respond in  those  two  exhibits? 

A.  As  ex])lained  in  the  footnote  to  Exhibit  3-X,  the 
amount  of  interest  and  dividends  earned  from  other  companies 
by  The  Bell  Telephone  Company  of  Pennsylvania  is  deducted 
from  the  interest  and  dividends  paid.  The  interest  earned 
exceeded  the  interest  paid.  It  was  therefore  assumed  that,  if 
The  Bell  Telephone  Company  of  Pennsylvania  had  not  been 
loaning  money  to  other  telephone  companies,  it  would  not 
have  been  compelled  to  borrow  any  monev  at  all,  and  would 
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not  have  been  compelled  to  pay  any  interest.  The  result  is, 
therefore,  that  we  show  no  interest  paid,  and  dividends  paid 
amounting  to  the  figures  shown  under  dividends  for  the  three 
years  in  Exhibit  3-X. 

O.  Now  in  respect  to  Exhibit  4-G? 

A.  In  preparing-  Exhibit  4-G  we  tried  to  follow  the  same 
plan,  because  it  seemed  reasonable  to  assume  that,  as  The 
Bell  Telephone  Company  of  Pennsylvania  was  earning  more 
interest  than  it  was  paying  out,  it  would  not  have  been  com- 
pelled to  borrow  any  money  if  it  had  not  been  loaning  even 
larger  amounts ;  but  we  found  that  it  was  practically  impossible 
to  determine  the  average  amount  of  money  borrowed  by  The 
Bell  Telephone  Company  of  Pennsylvania  and  these  other 
companies  in  Pennsylvania  from  year  to  year,  over  this  whole 
period  of  thirty  years.  We  tried  to  work  it  out.  We  would 
have  had  to  go  over  the  accounts  practically  from  day  to  day, 
because  the  loans,  of  course,  were  sometimes  quite  numerous 
and  sometimes  for  rather  short  periods. 

Q.  Not  being  able  to  do  that,  what  did  you  do? 

A.  Not  being  able  to  do  that,  we  had  to  assume  in  this 
Exhibit  4-G  that  The  Bell  Telephone  Company  of  Pennsyl- 
vania sold  capital  stock  and  used  the  proceeds  from  the  sale 
of  that  stock,  not  only  to  buy  securities,  but  to  loan  money  to 
other  companies,  and,  therefore,  we  show,  as  the  result,  under 
dividends  paid,  a  certain  amount  of  dividends  paid,  and,  in 
addition  to  that,  we  have  to  assume  that  The  Bell  Telephone 
Company  of  Pennsylvania  was  paying  interest,  whatever 
amount  of  interest  it  actually  paid ;  so  that  the  dividends  paid, 
as  shown  on  Exhibit  3-X.  are  the  equivalent  of  the  dividends 
paid  as  shown  on  Exhibit  4-G,  plus  the  amount  of  interest 
that  the  Company  had  to  pay. 

O.  That  is  the  best  way  you  could  do  it? 

A.  That  is  the  best  way  we  could  show  it.  If  we  could 
have  shown  it  in  Exhibit  4-G  in  the  same  manner  as  we 
showed  it  in  Exhibit  3-X,  the  result  would  have  been  that  we 
would  have  shown  a  somewhat  lower  rate  of  return  than  is 
shown  in  Exhibit  4-(i,  because  we  would  have  ])ut  into  the 
column  "Total  Dividends  Paid"  the  amount  of  the  interest, 
and   into   the   column   "Average   Capital    Stock   Outstanding" 
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tlic  aniouiU  (if  the  money  borrowed,  and,  as  the  interest  rate 
was  lower  lliaii  the  dividend  rate,  the  result  would  have  been 
to  slightly  lower  the  whole  return. 

Q.  So  that  ]'".xhibit  4-G,  in  fact,  in<licates  a  higher  rate 
of  dividends  than  were  actually  paid? 

A.-  Yes,  sir. 

y.   \'ery   slight,   though? 

A.  It  is  slightly  higher  than  it  w^oukl  have  been  if 
we  could  have  worked  it  out  more  accurately. 

O.  Have  you  attempted  to  estimate  what  wnll  be  the 
gross  revenue  of  these  Bell  telephone  companies  operating  in 
Pennsylvania,  for  the  year  1914? 

A.  The  Company  prepares  each  year  a  provisional  esti- 
mate, forecasting  the  revenue  for  the  coming  year,  and 
also  the  expenses. 

O.  Give  me  that  forecast  of  the  gross  revenue  for  the 
years  1914  and  1915. 

A.  No  forecast  has  actually  been  made  yet  for  the 
year   1915. 

O.  Then  give  me  the  year  1914. 

A.  For  the  year  1914  the  estimated  gross  revenue  for 
the  State  of  Pennsylvania  is  $16,922,002. 

O.  \\hat  are  the  estimated  total  annual  expenses? 

A.  The  estimated  expenses,  in  accordance  with  our 
present  system  of  keeping  the  books,  are  $12,548,849,  leav- 
ing a  net  revenue,  estimated,  of  $4,373,153. 

O.  For  the  year  1914? 

A.  For  the  year  1914. 

O.  Have  you  made  an  effort  to  estimate  the  earnings  and 
expenses  for  the  year  1915? 

A.  I  have  assumed  that  the  increase  in  revenue  and  also 
the  increase  in  expenses  over  1914  would  be  the  same  as  the 
increase  in  1914  over  1913. 

O.  Under  those  assumptions,  what  would  be  the  gross 
anticipated  revenue  for  the  year  1915? 

A.  The  gross  revenue  for  the  year  1915,  under  those 
assumptions,  would  be  $18,252,002. 

O.  And  the  expenses? 
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A.  The  expenses  would  be  $13,422,849,  in  accordance 
with  our  present  system  of  keeping  accounts. 

O.  Leaving-  a  net  revenue  of  how  much  ? 

A.  Leaving  a  net  revenue  of  $4,829,153. 

O.  Have  you  any  reason  to  expect  a  relative  increase 
or  decrease  in  the  expenses  in  the  near  future  of  this  Com- 
pany ? 

A.  There  has  been  a  very  recent  development  w^hich  will 
involve  a  considerable  increase  in  expenses,  which  was  not 
taken  into  account  in  making  the  forecast  for  the  year  1914. 

O.  What  is  that? 

A.  It  is  planned  to  reduce  the  working  hours  of  all  the 
employes  of  the  Plant  Department  from  nine  to  eight  hours 
a  day. 

O.  If  that  were  done,  what  would  be  the  resulting  increase 
in  our  expenses? 

A.  I  have  not  any  estimate  of  that.  I  woukl  say  it  would 
be  a  very  considerable  amount,  might  run  $100,000  to 
$200,000. 

O.  Increase  over  the  normal  rate  of  increase  of  the  ex- 
penses of  the  Plant  Department? 

A.  Yes,  sir,  and,  therefore,  the  estimates  for  1914  and 
1915  shoidd  be  somewhat  revised  to  take  that  into  account. 

O.  The  net  revenue  would  be  less  than  you  have  indicated 
here  ? 

A.  Yes,  sir. 

By  Commissioner  Tone: — 

Q.  Is  that  eight  hours  for  all  classes  of  employes,  or  only 
for  the  station  operators? 

A.  The  station  operators  have  already  been  placed  on  the 
eight-hour  basis.  I  think  the  Plant  Department  employes  are 
the  only  employes  now  who  are  not  on  an  eight-hour  basis, 
and  it  is  planned  to  put  them  on  an  eight-hour  basis  about 
September  1st  of  this  year. 

Mr.  Marye  :  At  a  prior  hearing,  we  promised  that  we 
would  give  the  Commission  a  copy  of  the  chart  which  I'rofes- 
sor  Cooley  used  to  illustrate  his  method  of  calculating  the  cost 
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of  tlic  i^'oiiii;-  concern.    That  we  have  done  and  I  would  Hke  to 
present  it  to  the  Commission  as  an  exhibit. 

(Chart  marked  'Tllustrative  Diagram  Showing 
Method  of  Obtaining  Cost  of  'Going  Value'  (Prof.  M. 
E.  Cooley)"  offered  in  evidence  and  marked  Exhibit 
5-G.) 

Mr.  Marye:  At  the  same  time  I  told  the  Commission 
that  I  would  have  plotted,  by  Professor  Cooley's  method,  in 
the  shape  of  a  chart,  Mr.  Gillette's  figures  by  which  he  cal- 
culated the  cost  of  this  company  as  a  going  concern.  That 
we  have  done  and  will  file. 

(Chart  marked  "Determination  of  Going  Value,  10- 
9-8%  Fair  Return.  The  B.  T.  Co.  of  Penna.  and  The 
C.  D.  Tel.  Co.  in  Penna."  oflfered  in  evidence  and  marked 
Exhibit  5-H.) 


Adjourned  until  Thursday.  June  18,  1914,  at  10  A.  M. 


Hearing  before  the  Public  Service  Com- 
mission of  the  Commonwealth  of  Pennsylvania, 
held  at  Harrisburo-,  Pa.,  June  18,  1914. 


Hearing  of  June   i8,   lOi^.  1331a 

Hearing  held  pursuant  to  adjournment  before  the  Public 
Service  Commission  of  the  Commonwealth  of  Pennsylvania,  in 
the  Senate  Caucus  Room,  in  the  Capitol  Building-,  Harrisburg. 
Pa..  Thursdav,  June  18,  1914,  at  10  A.  ^i. 


Present 


Commissioners  Wallace,  acting-  Chairman,  Pkxxv- 
PACKER,  Johnson,  Brecht  and  Tone. 

Berne  H.  Evans,  Esq.,  assistant  counsel  for  the 
Commission. 

Archibald  B.  Millar,  Secretary  of  the  Com- 
mission. 

J.  L.  SwAYZE,  Esq.,  Robert  V.  Marye,  Esq.,  and 
Addison  Candor,  Esq.,  counsel  for  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  The  Central 
District  Telephone  Company. 

H.  FiNDLAY  French.  Esq.,  counsel  for  the  Pitts- 
burgh Chamber  of  Commerce. 
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VuASK  II.  I'.i;tiiki.l.  having  been  duly  sworn,  was  exam- 
iiK'(l  as  follows : 

r.v  Mu.  Mauye: — 

Q.  Will  VI )u  please  state  your  name,  age,  residence  and 
occupation  f 

A.  My  name  is  Frank  H.  r.clhell ;  I  am  forty-three  years 
<i]d;  1  live  in  Scarsdale,  Westchester  County,  New  York,  and 
1  am  in  the  telephone  business. 

(J.  What  positions  in  the  telephone  business  do  you  oc- 
cupy ? 

A.  'J'he  Bell  System  of  telephones  in  the  United  States 
is  divided  into  eight  operating  groups.  One  group,  known  as 
the  Eastern  (Iroup,  operates  in  this  territory  and  in  New  York 
State  and  other  States  in  the  East.  I  am  an  executive  officer 
of  the  companies  in  the  Eastern  Gr'oup.  In  the  New  York 
company  T  am  a  vice-president.  In  The  Bell  Telephone  Com- 
pany of  l\Minsylvania,  I  am  the  president ;  so  in  The  Central 
District  Telei)hone  Company;  so  in  The  Delaware  and  Atlantic 
Telegraph  and  Telephone  Company ;  so  in  The  Diamond  State 
Telephone  Company ;  so  in  The  Chesapeake  and  Potomac  Tele- 
phone Company ;  so  in  The  Chesapeake  aufl  Potomac  Tele- 
phone Company  of  Baltimore  City;  so  in  The  Chesapeake  an  1 
Potomac  Telephone  Company  of  Virginia. 

Q.     How  long  have  you  been  in  the  telephone  liusiness? 

A.     Twenty-three  years. 

Q.  With  what  company  w'ere  you  first  connected? 

A.  What  was  then  known  as  the  ^Metropolitan  Telephone 
&  Telegraph  Company.  It  is  now  the  New  York  Telephone 
C(Mnpany. 

Q.  Have  you  been  continuously  with  the  telephone  com- 
panies in  the  Eastern  Group  since  you  began? 

A.  I  have  never  worked  in  any  other  section  of  the 
United  States,  except  with  these  Eastern  companies. 

O.  And  they.  I  understood  you  to  say,  are  all  operating 
companies  ? 

A.  Yes.  sir. 

Q.  Therefore,  your  experience  has  been  with  operating 
com])anies? 

A.  Altogether,  ves. 
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O.  Have  you  ever  held  a  position  with  the  American 
i.  elephone  &  Telegraph  Company,  or  its  predecessors  ? 

A.  No,  sir. 

Q.  You  have  always  been  with  an  operating  company  ? 

A.  Yes.  sir. 

O.  Will  you  briefly  give  us  something  of  the  history  of 
telephony,  starting  back  at  the  inception,  when  the  telephone 
was  first  invented  l)y  Mr.  Bell? 

A.  I  have  watched  it  closely  since  1890.  when  I  came  into 
the  business.  Of  course.  I  knew  something  of  it  prior  to  that 
time,  through  reading  the  literature  of  the  business  and 
through  what  I  had  heard  others  say. 

Q.  What  was  the  business  when  it  was  first  started? 

A.  It  was  a  business  started  in  Boston,  w^ith  the  idea  that 
telephones  might  be  rented.  Of  course,  the  telephone  ex- 
change idea  had  not  at  that  time  been  developed,  and  so  tele- 
phones w^ere  rented  in  pairs,  usually,  with  the  thought  that  the 
renter  would  connect  his  house  with  his  barn,  or  his  residence 
with  his  store,  as  the  case  might  be.  It  was  not  until  1878. 
as  I  remember  it,  that  anything  approaching  a  telephone  ex- 
change was  established,  and  that,  of  course,  was  very  crude 
indeed.  It  was  the  beginning,  however,  of  what  has  since 
developed  into  the  great  telephone  system.  In  the  early  da}'3 
we  spoke  of  "renting  a  telephone,"'  and.  unfortunately,  that 
language  is  still  used  to  a  greater  or  less  extent.  As  a  matter 
of  fact,  we  are  not  to-day  renting  telephones.  We  are  selling- 
telephone  service,  and  the  telephone,  as  we  see  it  on  the  desk, 
is  just  one  instrument,  used  in  connection  with  a  great  many 
others,  all  of  them  essential  to  the  furnishing  of  this  service 
which  we  sell.  Of  course,  the  development  of  the  exchange 
service  was  very  slow  in  the  early  days.  When  I  went  into  the 
business,  in  the  fall  of  1890,  there  were  in  what  was  then  New 
York  City — now  the  Boroughs  of  Manhattan  and  the  Bronx 
— some  nine  thousand  telephones,  and  I  take  it  that,  in  the 
entire  territory  now  included  in  New  York  City,  there  were 
some  twelve  thousand  telephones.  To-day.  twenty-three  years 
later,  there  are  five  hundred  forty  odd  thousand  teleph()ne-> 
in  that  city,  and  the  rate  of  growth  keeps  up  now  about  as  well 
as  it  did  at  any  time  since  the  development  began.  The  rapi<'. 
development  really  started  in  1894,  with  the  introduction  of 
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tlie  so-called  mcssaj^c-rate  plan  of  charging  for  service.  Prior 
to  1894,  there  was  an  average  rate  charged  everybody,  whether 
he  used  the  telephone  twice  a  day  or  whether  he  used  it  fifty 
times  a  day.  'J'hat  average  rate  was  necessarily  a  higher  rate 
than  many  ])eople,  who  desired  and  required  telephone  service, 
could  afiford  to  pay  for  it.  With  the  introduction  of  the 
measured  rate,  and  with  the  organization  of  a  real  selling 
department,  with  all  that  goes  to  make  a  selling  department — 
trained  canvassers,  advertising  and  all  that  sort  of  thing — the 
commercial  side  of  the  Imsiness  was  developed  as  ra])idly  as 
were  the  engineering  side  and  the  plant  side  to  take  care  of  it. 
There  have  been  times  in  New  York  City,  in  those  early  days, 
when  it  was  necessary,  if  we  took  a  contract  in,  we  will  say, 
COrtlandt  Street,  to  connect  the  subscriber  temporarily  with 
an  exchange  away  over  in  Eighteenth  Street,  possibly,  because 
the  exchange  district  in  which  he  was  located  was  already  con- 
gested, and  there  was  no  place  for  him.  But.  with  the  rapid 
improvements  in  the  art.  congestion  of  that  kind  has  been 
eliminated,  in  so  far  as  the  big  centers  are  concerned.  It  is 
possible  now,  in  American  cities,  to  write  a  contract  and  con- 
nect the  prospective  subscriber  to  the  system  within  two  or 
three  davs  at  the  outside. 

O.  In  the  early  days,  after  the  idea  of  the  exchange 
was  understood — and  by  exchange.  I  take  it  that  you  mean 
the  switchboard  and  the  associated  apparatus,  by  means  of 
which  the  lines  of  the  subscribers  were  so  drawn  together 
that  they  could  he  interconnected? 

A.  That  is  what  I  meant  by  an  exchange — a  central 
office,  by  which  messages  are  transferred  from  one  sub- 
scriber's line  to  another  subscril^er's  line,  thus  bringing 
about  a  direct  connection  between  one  su1)scriber  and 
another. 

O.  And  it  was  not  until  the  exchange  idea  was  under- 
stood that  the  telei)hone  companies  commenced  themselves 
furnishing  facilities  other  than  the  telephones? 

A.  That  is  true. 

O.  I'p  to  that  time  they  had  simply  been  engaged  in 
renting  telephones  to  indi\'iduals? 

A.  Renting  telephones  to  individuals  and  letting  them 
take   them   off  and   put   them   up   any   way   they   liked — on   a 
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wire  fence,  on  a  liL^luning-rod.  on  anvthini,^  they  Uiou.^lU 
would  transmit  a  message. 

O.  The  individuals  themselves  supplied  all  the  inter- 
connecting- facilities? 

A.   Yes,  sir. 

Bv  Commissioner  Pennypacker  : — 

O.  As  I  understand  an  exchange,  it  is  a  combination 
of  individuals  who  intercomnnmicate.  It  is  not  a  switch- 
board, is  it? 

A.  1  think  your  definition  is  a  correct  one.  but.  in  so  far 
as  telephone  practice  is  concerned,  }ou  could  have  no  such 
exchange  without  the  switchboard. 

O.  That  is  true,  the  switchboard  is  an  instrument,  the 
means  of  bringing  about  the  exchange? 

A.  Yes,  sir. 

By  :\Ir.  Marye  : — 

O.  So  that,  before  the  exchange  was  developed,  the 
rate§ — if  there  were  such  things — were  simply  the  annual 
rental,  or  monthly  rental,  that  the  Telephone  Com])any  goi 
for  each  instrument  that  it  pttt  out? 

.\.  ddiat  was  all.  As  I  remember  it.  the\-  charged  $20 
a  set  per  annum.  That  would  be  $40  for  the  two  sets  that 
the  man  took  away  with  him.  That  was  all  the  Telephone 
Company  got  out  of  it.  They  had  not  at  that  time  organized 
the  operating  companies.  The  business  was  in  its  infancy  ; 
it  was  undeveloped. 

{}.  When  did  operating  companies  come  into  being. 
about  Avhat  period? 

A.  About  the  time  the  exchange  system  was  inaugu- 
rated ;  I  should  say  in  1878  or  1879. 

O.  And  what  system  of  charging  did  those  early  indi- 
A'iduals  or  companies  adopt? 

A.  The  early  developers  of  the  telephone  equipment  and 
business,  too.  were  pioneers.  They  were  sailing  imcharted 
seas.  They  had  no  idea  what  to  charge ;  they  had  no  idea 
of  the  hazards  or  risks  of  the  business ;  they  had  no  idea  of 
the  amount  of  capital  that  would  be  re(|uired  some  day.     They 
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I'lll  ilicir  \va\,  as  every  other  business  man,  I  suppose,  in 
ixplditiiiL;  some  new  invention  feels  his  way.  They  could 
hardiv  be  expected  to  know  just  what  to  charge,  or  what  to 
base  the  charge  on.  In  some  parts  of  the  country  the  charges 
were  probably,  as  it  turned  out,  about  what  they  should  have 
been.  In  other  parts  of  the  country  they  were  greater  than 
they  should  have  been,  and,  in  still  other  parts,  they  were 
less  than  they  should  have  been.  There  w-ere  losses  and  there 
were  profits.     It  all  depended  on  the  circumstances. 

O.  'J'ake  an  indixidual  or  company  operating  in  one  ex- 
change, say  in  one  town,  like  Altoona :  about  what  would  be 
the  character  of  the  schedule  of  rates  that  such  a  company 
would,  and  did,  put  out? 

A.  You  speak  of  Altoona :  the  rate  in  Altoona.  at  the 
outset,  was  ])ossibl\-  ninety  dollars  or  a  hundred  dollars  a 
\ear  for  the  right  to  have  a  telephone  connected  with  the  tele- 
])hone  switchboard,  which  was  a  part  of  the  exchange  system  in 
Altoona.  It  was  a  crude  switchboard ;  it  vras  a  crude  exchange 
instrument.  It  was  an  iron  wire.  Connected  with  the  ex- 
change there  were  possibly  fifty — probably  not  that  many — 
other  subscribers;  so  that  it  was  a  very  inferior  outfit,  'from 
every  point  of  view,  as  compared  with  what  is  in  Altoona 
to-tlay. 

O.  W  ere  there  any  classifications,  or  any  attempt  made 
to  subdivide,  or  was  there  just  a  flat  charge  of  $90.  or  some- 
thing like  that,  to  everybody? 

A.  Just  a  flat  charge  of  $90  or  $100  per  year  for  every 
mdividual  who  saw  fit  to  have  a  telephone  installed. 

Q.  A];out  how  long  did  that  condition  obtain  ? 

A.  I'pon  referring  to  certain  data  which  I  have  here, 
1  find  that  the  rate  in  Altoona  at  the  outset  was  somewhat 
less  than  I  gave  }ou.  For  the  grounded  circuit,  which  was  in 
use  in  1881,  when  the  exchange  was  opened  in  Altoona,  the 
rate  was  $48  per  year.  The  rate  I  had  in  mind  was  the  rate 
that  was  adopted  in  1892,  when  the  metallic  circuit  was  sub- 
slUuted  for  the  grounded  circuit,  and  that  rate  for  Altoona 
was  $85,  in  1892.  lu  1893  it  was  $100,  and  it  continued  at 
SlOO  until  1897.  In  1898  we  find  it  at  $50,  but  in  1899  it  has 
gone  up  to  $72.     From  %72  it  drops  to  $66  and  is  found  to 
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be  $66  in  1909.  From  1910  up  to  the  present  time  it  is  $48 
per  year  for  the  improved  metalHc  circuit  service,  with  some 
9,000  subscribers  connected,  which  is  exactly  the  rate  which 
was  inaugurated  when  the  exchange  opened  in  1881,  with  the 
grounded  circuit  service — $48  per  year.  From  $48  up  to  $100 
and  back  again  to  $48  is  the  history  of  that  rate. 

Q.  The  $48  being,  in  later  years,  the  direct  hue  business 
rate? 

A.  That  is  the  direct  hue  business  rate,  yes,  sir. 

O.  About  when,  if  }our  data  indicate,  were  the  first  clas- 
sifications ? 

A.  In  1895.  from  the  records  here,  there  was  introckiced 
a  two-party  fine  rate  at  $80. 

Q.  W^ill  you  briefly  explain  what  you  mean  by  that? 

A.  A  two-party  line  is  a  metallic  circuit,  in  every  way 
identical  with  the  metallic  circuit  with  which  the  individual, 
direct  line  subscriber  is  connected,  except  that  it  is  used  to 
serve  two  subscribers  rather  than  one.  In  other  words,  it  is 
split  at  some  point  between  the  central  office  and  the  location 
of  the  sub-station,  so  that  two  subscribers,  and  not  one,  are 
served  on  the  circuit,  which  means  that,  if  one  subscriber 
is  using  the  line,  the  other  subscriber  is  practically  without 
telephone  service  until  the  line  is  released. 

O.  How  many  telephone  conversations  is  it  possible  to 
send  over  one  circuit?  Leaving  out  the  question  of  phantoms, 
and  just  considering  the  two  sides  of  a  metallic  circuit,  how 
many  people  can  use  it  at  the  same  time? 

A.  One. 

O.  In  that  respect  telephony  is  different  from  tele- 
graphy ? 

A.  There  arc  no  overloads — I  thiid<  the  i)hrase  is — in 
the  telephone  business  at  all.  That  is  to  say.  when  a  sub- 
scriber in  one  part  of  town  is  talking  to  a  subscriber  in 
another  part  of  the  town,  all  of  the  e(|uipmeiit  we  have  reach- 
ing those  two  subscribers  is  in  use,  and  it  is  not  possible  to 
put  anything  else  over  those  tracks  while  they  are  in  use  in 
that  way. 

O.  Then  the  first  attempt  at  classification  was  between  a 
man  who  had  exclusive  use  of  an  entire  circuit — 
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A.  And  a  man  who  was  wilHiii;  to  divide  the  circuit  with 
his  iiei.nhbor,  or  with  someone  else. 

(.).  When  was  there  any  further  classification? 

A.  In  the  hdlowin.i;-  year,  in  1896,  there  was  introduced 
a  rate  of  $70  for  a  so-called  four-party  line  service,  and  the 
explanation  T  made  of  the  two-party  line  holds  with  this, 
except  that  it  is  divided  in  four  parts  in  this  case,  as  against 
two  ])arts  in  a  two-party  line.  In  1897  that  rate  was  $66. 
We  find  it  to-day  at  $36.  In  other  words,  to-day  the  rates 
for  individual  line  are  $48;  two-party  line  $42.  and  four-party 
line  $36. 

Xow  one  of  the  mistakes  made  by  the  early  managers 
was  to  create  too  wide  a  dififercnce  between  the  rates  for  the 
party  line  service  and  the  direct  line  service.  For  instance, 
we  found  in  Scranton  only  a  few  years  ago  a  difference  of 
$30  between  the  two-party  line  rate  and  the  individual  line 
rate.  The  result  of  that  was  that  we  had  very  little  business 
at  the  individual  line  rate.  The  difference  was  too  great,  in 
the  estimation  of  the  subscriber,  and  he  w^ould  take  the  in- 
ferior service  because  of  that  great  difference.  The  result 
of  that  was  that  there  was  a  great  deal  of  congestion,  busy 
reports  resulting  from  this  congestion,  and  poor  service,  of 
course,  resulting  therefrom.  So  we  knocked  $30  off  of  that 
$90  rate.  That  made  the  individual  line  rate  $60.  reducing 
it  at  once  from  $90.  That,  on  a  rate  schedule,  looks  like  a 
very  drastic  act ;  but,  when  we  turn  to  our  ledgers  and  find 
we  have  no  business  at  $90  and  have  business  at  $60  which  is 
costing  us  probably  more  money  to  handle,  because  of  the 
futile  calls — efforts  to  put  business  through  which  cannot  be 
moved  because  of  the  congestion — it  becomes  apparent  that 
we  improved  the  condition  in  so  far  as  our  owai  service  was 
concerned,  and  in  so  far  as  our  own  revenues  were  concerned, 
by  simply  making  the  two-party  Hne  rate  the  individual  line 
rate,  which  we  did,  and  we  did  that  all  over  the  State  of 
Pennsylvania  about  the  same  time. 

O.  About  when  was  the  classification  as  between  busi- 
ness and  residence  introduced? 

A.  1  have  the  Altoona  sheet  here,  and  I  suppose  it  is  as 
good  as  any  other.  The  rates  for  business  and  residence  service 
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seem  to  have  been  the  same  until  1893,  when,  with  the  rate  at 
$100  for  the  individual  line  business  telephone,  the  rate  v^as 
$80  for  the  individual  line  residence  telephone ;  so  that  split-off 
came  before  the  split  in  the  circuits  from  direct  to  party  lines. 
That  rate  remained  at  $80  until  w-e  find  it  at  $63  in  1900.  We 
find  it  at  $54  in  1906.  In  1909,  about  the  time  we  made  the 
reduction  I  have  spoken  of  in  Scranton,  we  dropped  that  resi- 
dence rate  in  Altoona  from  $54  to  $36,  and  it  has  remained  at 
$36  since.  The  rates  as  we  find  them  in  Altoona  now,  for 
residence  service,  are,  individual  line  $36 ;  two-party  line  $30 ; 
four-party  line  $24.  The  rate  advances  for  the  different  grades 
of  service  are  steps  of  $6  per  year,  or  50  cents  per  month ;  and 
so  it  is  in  the  business  service,  from  $36  to  $42  to  $48.  This 
sheet  shows  that,  in  1881,  the  exchange  opened  with  84  sub- 
scribers. In  ten  years,  to  1891,  the  number  of  subscribers  in- 
creased to  197.  That  is  at  the  rate  of  10  per  year  for  ten 
years.  In  1901  it  is  845.  At  the  end  of  1913,  there  were  7,391 
stations  in  Altoona. 

O.  In  the  early  days,  when  an  individual  or  a  corporation 
was  operating  more  than  one  exchange,  how  did  they  fix  the 
rates  ? 

A.  You  mean  a  licensee,  operating  under  a  Bell  license, 
covering  a  given  territory  in  a  given  State  ? 

Q.  Yes,  just  such  as  one  of  the  predecessors  of  your  oper- 
ating companies  here  in  Pennsylvania. 

A.  And  he  finds  that  in  his  development  he  must  have  two 
local  areas,  rather  than  one,  as,  for  instance,  the  licensee  in 
this  territory  might  have  had  an  exchange  in  Harrisburg  and 
he  saw  fit  to  open  one  in  Lancaster  ? 

Q.  Yes,  sir. 

A.  Then  he  establishes  a  connection  between  those  ex- 
changes, which  is  known  to-day  as  a  toll  line,  and  the  traffic 
that  flows  over  that  line  is  toll  traffic,  and  at  rates  separate  and 
distinct  from  the  exchange  rates — am  I  on  the  right  track? 

O.  Yes,  sir. 

A.  The  rates  so  far  referred  to  have  been  rates  for  service 
within  a  given  area,  known  as  a  local  exchange  area.  Now 
there  are  local  exchange  areas,  one  adjoining  the  other,  all 
over  this   State.     There  is  no  part  of  the  State  that  is  not 
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iiu-lii(k'(I  ill  a  local  cxchanj^c  area.  Iwery  local  area  is  con- 
nected w  ilh  evcrv  other  local  area  by  a  system  of  toll  lines ; 
lines,  as  a  rule,  that  reqnire  a  higher,  better  type  of  construc- 
tion than  a  local  exchange  would  require,  but  for  the  fact  that 
a  local  exchange,  after  all,  is  used  not  only  for  the  local  pur- 
poses, but  is  necessarily  used  in  all  toll  line  traffic,  and,  there- 
fore, it  must  be  constructed  to  meet  the  greatest  demands  that 
can  be  made  upo^n  it,  which  are,  of  course,  the  demands  of  the 
toll  traffic.  This  toll  service  developed  as  did  the  exchange 
service,  and  has  grown  until  to-day  it  is  possible  to  talk  across 
the  continent,  practically — certainly  possible  to  talk  from  any 
])art  of  this  State  to  any  other  part  of  the  State — and  it  is 
being  improved  constantly  and  extended  constantly.  The  rates 
for  toll  calls  were  made  about  as  exchange  rates  were  made 
in  the  early  days.  There  was  no  chart  to  go  by.  Alen  knew 
what  rates  ought  to  be  in  many  cases,  but,  after  the  rates  were 
adopted,  it  was  found  that  they  did  not  bring  the  traffic,  after 
the  investment  had  been  made.  It  was  an  experiment  in  many 
cases,  and  something  had  to  be  done  to  start  people  using  the 
lines.  In  my  own  experience,  I  have  found  it  necessary  to 
take  the  rate  otT  entirely,  in  order  to  educate  the  people  to  use 
the  service  at  all.  I  have  had  the  same  experience  with  exchange 
service,  ^\'e  went  out  in  this  State,  and  in  every  other  State, 
and  otYered  telephone  service  for  three  months,  for  people  tq 
use  it  and  see  what  it  was,  and  a  very  large  majority  of  them 
kept  the  service — those  that  had  any  use  for  it  did.  These  toll 
rates  were  based  originally  on  toll  circuit  mileage,  and,  the 
total  mileage  being  so  small,  it  was  necessary  at  times  to  take 
a  message  from  one  town  to  another,  ten  miles  distant,  over 
fifty  miles  of  toll  circuit,  and  to  charge  at  the  fifty-mile  rate 
effectively  stopped  any  desire  on  the  part  of  the  people  to  use 
the  lines.  We  are  getting  away  from  that  by  charging  air-line 
mileage,  but  it  seems  to  me  proper  to  say  at  this  time  that  in 
Pennsylvania  the  making  of  these  toll  rates  w^as  very  sadly 
upset  and  interrupted  by  the  introduction  of  competition.  These 
lines  were  duplicated.  Our  investments  were  made,  and  made 
in  a  properly  that  could  not  be  moved  and  used  for  something 
else.  It  was  on  the  ground,  and  it  was  a  case  of  get  out  of  it 
what  you  could.     So,  when  competitors  came  in  and  began  to 
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cut  the  rates,  there  was  nothing  left  to  do  but  to  meet  the  cut. 
So  the  rates  became  irregular,  unscientific,  and  they  are  in  that 
shape  to  a  ver}^  great  extent  to-day,  unfortunately.  That  is 
one  of  the  things  of  which  a  very  careful  study  has  been  made, 
and  we  think  we  know  what  the  rates  should  be ;  but  we  do  not 
claim  that  the  rates  that  are  in  existence  to-day  are  at  all 
proper,  either  in  the  way  they  are  made,  or  the  way  they  are 
a]:)plied.     I  am  s]jeaking  of  toll  rates,  not  of  exchange  rates. 

Q.  Now  it  has  l:)een  testified,  during  these  proceedings,  that 
in  the  very  early  days  there  were  about  eight  or  ten  operating 
Bell  Telei)hone  companies  throughout  the  .State  of  Pennsyl- 
vania, and  some  of  those  companies  operated  in  quite  an  ex- 
tended area,  and  some  only  in  a  few  counties.  Now  even  in 
the  early  days,  did  each  of  those  operating  companies  treat  the 
subject  matter  of  rates  from  the  standpoint  of  their  individual 
exchanges  and  toll  lines,  or  from  the  standpoint  of  their  entire 
operations  in  their  respective  areas  ? 

A.  Both,  I  should  say.  for  this  reason :  in  the  first  place, 
the  companies  were  then,  as  they  are  now,  under  the  necessity 
of  remaining  solvent,  and,  therefore,  whatever  they  did  in  the 
way  of  fixing  rates,  or  modifying  rates,  had  to  be  done  with 
an  eye  to  the  balance  sheet ;  that  is,  for  the  operations  a^^  a 
whole.  But,  in  order  to  make  the  telephone  popular  in  a  given 
community,  it  is  possible,  and  no  doubt  the  fact,  that  they  went 
into  this  particular  community,  and  considered  it  alone,  at  the 
outset,  in  fixing  the  rates,  the  purpose  being  to  bring  this  utility 
to  the  peo]:)le,  to  develop  the  service. 

By  Commissioner  Pennvpacker: — 

O.  On  what  j^-inciple  did  you  determine  the  rates  ?  You  di<l 
not  do  it  u])on  the  theory  of  the  number  of  messages — you  gave 
some  consideration  to  that,  but  not  very  much  after  all — and 
it  does  not  seem  to  have  been  based  on  measurement  of  mileage. 
On  what  princi])le  did  you  fix  the  rates? 

A.  The  toll  rate  or  exchange  rate? 

Q.   Either,  or  both. 

A.  Suppose  I  answer  you  as  to  the  exchange  rate  first. 

Q.  Take  one  at  a  time. 


A.  (  )|  rourso,  cost  is  a  fact:  value  is  a  matter  of  opin- 
ion. Now.  price  inii^lU  l)e  based  on  cost,  or  it  mi,£2:ht  be 
based  on  value,  or  it  nii.ulu  be  based  on  both,  or  it  might 
be  based  on  neither,  and,  in  any  event,  it  might  be  a  fair 
;md  ah.. -ether  i)n.])er  rate.  So  I  take  it  that,  in  the  last 
analvsis.  tlie  <.nly  rule  that  can  l)e  applied  in  fixing  ratci^ 
coverin.ii  a  service  as  extensive  and  varied  as  ours,  is  the 
rule  of  what  tlie  traffic  will  bear  without  hurting. 


r.v  Commissioner  Johnson: — 

O.  In  other  words,  you  formed  as  intelligent  an  esti- 
mate as  you  could  of  wdiat  the  people  would  pay  for  tele- 
l)hone  service? 

.\.  '^'es,  sir,  ]\[r.  Commissioner,  and  we  have  been  gov- 
erned by  this:  in  every  system  that  we  have  built,  we  have 
been  recpiired  to  find  the  funds  with  which  to  build;  we 
have  been  recjuired  to  find  and  develop  and  educate  the 
men  who  were  to  spend  this  money;  and  we  have  been 
required  to  so  fix  our  rates  that,  when  this  investment  is 
made,  it  will  be  used,  it  will  return  something — enough  to 
pay  a  reasonable  return  to  the  man  wdio  furnished  the 
money.  Tf  the  rate  is  fixed  too  high — fixed  above  what  we 
call  the  normal  rate — it  will  arrest  the  development.  Then 
your  investment  is  idle.  If  you  make  your  rate  below^  that 
n(irmal  rate,  you  get  a  tremendous  amount  of  business, 
^'ou  may  get  more,  even  at  a  profit,  than  you  can  take  care 
of.  than  you  can  build  for.  You  may  get  it  at  less  than  a 
jirofit,  and  then  you  are  hopelessly  lost,  of  course — the  more 
you  get.  the  more  xow  lose. 

Q.  So  that  you  have  to  study  ver}-  carefully  wdiat  the 
service  is  costing  you.  both  in  the  way  of  capital  costs  and 
operating  costs? 

A.  Yes.  sir. 

O.  And  you  have  to  study  what  the  public  will  pay 
lor  the  service,  and,  between  the  minimum  of  cost  and  the 
maximum  of  what  the  public  will  pay,  you  somewhere  fix 
vour  rate  for  that  service? 
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A.  That  is  ^vhat  I  should  call  the  common  sense  method 
of  fixiiif^  rates. 

O.   Is  not  that  the  actual  practice? 
A.  Yes,  sir. 

By  Commissioner  Pennypacker: — 

O.  Practically,  you  consider  your  in\estment  and  your 
encumbrance,  and  you  want  to  secure  the  interest  on  the 
encumbrance  and  a  reasonable  and  fair  return  upon  your 
investment,  and  then  as  much  more  than  that  as  you  can 
get :  is  that  it? 

A.  I  do  not  like  to  disagree  with  you,  sir,  but  "'No,  sir," 
is  my  answer.  That,  ^[r.  Commissioner,  would  not  be  well 
defined  as  all  the  traffic  will  bear  without  hurting-.  I  can 
illustrate,  I  think.  Here  is  a  chart  (marked  "Exhibit  5-1"). 
showdng"  the  telephone  revenue  per  station  from  1885  to 
1913,  the  telephone  expenditures  per  station  for  the  same 
period,  and  the  nunil)er  of  telephones  in  service.  As  it  runs 
along,  you  will  see  that  the  expenditures  run  under  the 
revenues  about  at  the  same  ]ier  cent. 

By  Mr.  Mar  ye  : — 

O.  Xow  will  you  please  take  this  chart  with  the  three 
curves  to  which  vou  referred,  being  Exhibit  5-1.  which  we 
will  offer,  and  explain  exactly  what  that  exhibit  is  intended 
to  show? 

A.  Tt  is  intended  to  show  at  what  point  the  telephone 
revenue  and  the  telephone  expense  reached  what  is  shown 
as  100%,  which  is  the  highest,  and  the  number  of  stations 
at  the  same  point,  which  was  December  31,  1013. 

O.  The  figures  on  the  left  hand  side  of  that  exhibit  are 
percentages? 

A.  Are  percentages,  yes.  sir. 

O.  The  top  figure  is  100%  and  the  lower  is  zero? 

A.  Yes,  sir. 

O.  And  the  figures  at  the  bottom  of  the  exhibit  are  the 
years  from  1885  to  1913? 

A.  Yes,  sir. 
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().  Xow  will  \(ju  ])lcasc'  take  that  chart  and  show  at 
what  war  tin.-  i^cll  Ti-lcphonc  companies  operating  in  the 
State  of  rennsylvania  received  the  maximum  revenue  per 
statii III .' 

A.  'ihis  chart  is  lor  the  State  of  Pennsylvania,  and  it 
shows  thai,  at  the  outset,  in  1885,  the  revenue  was  70%  of 
the  highest  revenue  reached  per  station,  and  that  the  highest 
revenue  reached  was  hctween  1893  and  1895. 

O.  And  since  1893? 

A.  Since  1893  it  has  gone  gradually  down  until  it 
reaches  its  lowest  point  in  1911  and  1912. 

O.  There  was  a  considerable  drop  at  first? 

A.  Rather  marked. 

O.  And  in  subsecjuent  }ears  a  more  gradual  reduction 
of  the  revenue  per  stati(jn? 

A.  Per  telephone  station;  that  is  right. 

O.  Now  will  you  please  take  the  expense  curve? 

A.  The  expense  curve  shows  that  it  reached  its  highest 
point  about  1891,  where  it  crossed  the  revenues. 

Q.  In  other  words,  the  operation  of  the  system  cost  the 
Company  more  than  they  received  from  it? 

A.   In  that  i)articular  time,  yes,  sir. 

Rv  Commissioner  Pe.\xyp.\cker: — 

O.  r.ut  the  highest  revenue  was  not  between  1892  and 
1803.  was  it  ? 

A.  1893  to  1895.  sir.  The  number  of  stations,  of  course, 
was  very  low  at  that  time. 

[}.  That  is  per  station  ? 

.\.  ^  es,  sir.  The  expenditures,  due  to  the  most  careful 
management  on  tlu>  part  of  those  who  were  in  charge  of 
them,  have  been  kept  just  a  point  below  the  revenues. 

lU    Mr.  Marve: — 

Q.  .\nd  the  expenses,  from  the  high  point  in  1891,  have 
been  gradually  reducvl  until  they  reached  the  lowest  point 
per  station? 

A.  They  reached  the  lowest  point  per  station  in  1909. 
Since   TX10  tliore  have  been  some  very  marked  increases  in 
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wage  scales,  paid  both  the  operators  and  the  field  men,  and 
that  accounts  for  a  lift  there  from  1909  to  1913.  I  might 
say,  in  passing,  that  since  this  was  made  up  a  further  change 
has  been  made,  in  that  our  number  of  hours  worked  pei 
day  in  the  Construction  Department  has  been  reduced  to 
eight,  and  that  will  show  a  further  turn  upward. 

O.  That  has  been  definitely  determined  upon? 

A.  That  has  been  definitely  determined  upon. 

O.  Was  there  any  reduction  of  wages  made  at  that  time? 

A.  N'o,  sir,  the  wages  paid  will  be  the  same,  but  the 
number  of  hours  worked  will  be  less. 

By  Commissioner  Pennypacker: — 

O.  On  the  whole,  you  managed  to  keep  your  ex- 
penditures pretty  nearly  on  parallel  lines  with  your  receipts, 
did  you  not  ? 

A.  Yes,  sir. 

By  ]\Ir.  ]\Iarve: — 

Q.  Does  that  indicate  or  not,  that,  as  we  have  been  able 
to  introduce  economies  in  the  operation  of  the  Company,  we 
have  given  the  benefit  of  it  to  our  patrons? 

A.  That  is  exactly  what  it  indicates. 

By  Com  m is.siox er  Joh  x sox  : — 

O.  The  chart  is  interesting  in  several  particulars.  One 
very  obvious  fact  is  that  you  seem  to  have  reached  a 
practically  even  level  for  your  telephone  revenue  per  station. 
That  seems  to  be  running  along  about  on  a  level  keel,  does 
it  not? 

.\.  Since  we  changed  the  rates  in  1909  we  have,  because 
of  the  fact  that  we  have  contracted  the  rates,  as  it  were,  and 
there  is  not  such  a  wide  difference  between  the  party  line 
rate  and  the  direct  line  rate,  so  we  have  to-day  a  very  large 
per  cent,  of  our  subscribers  paying  us  the  same  amount  of 
money  they  paid  1:)efore,  but  getting  the  superior  service — 
they  are  getting  the  individual  line  service  rather  than  the 
])arty  line  service — and  tliat  would  hold  the  revenues  on  a 
straight  line.     The  degree  of  service  is  not  shown. 
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(  ).  'I'Ik-  line  sliowint;-  the  number  of  stations  continues 
to  rise  rapidly? 

A.   Vcs,  sir. 

Q.  And  the  revenue  per  station  is  practically  stationary; 
it  is  no  longer  necessary  to  decrease  the  revenue  per  station 
in  order  to  increase  rapidly  the  number  of  stations? 

A.  There  is  one  other  line  that  might  have  been  shown 
here  that  would  have  been  interesting,  and  that  would  be  the 
per  cent,  of  telephone  stations  to  telephone  lines.  It  would 
show  that  it  is  rising  all  the  time,  that  the  per  cent,  of  party 
line  stations  is  becoming  less,  which  naturally  means  an  im- 
provement in  the  service.  It  is  a  better  grade  of  service  for 
the  same  amount  of  money  at  that  period. 

By  CoMMis.siONER  Pennypacker: — 

Q.  When  you  found  that  the  expenditures  reached  the 
high  point  in  1891,  did  you  increase  your  rates? 

A.  In  1891? 

O.  The  expenditures  reached  their  highest  point  that 
year. 

A.  That  would  hardly  have  been  due  to  a  change  in  the 
rate  plan. 

Q.  1  see  that  the  revenues  then  began  to  run  up. 

A.  Though  I  have  no  definite  knowledge,  from  the  par- 
ticular period  I  should  say  that  it  was  due  to  the  preparations 
then  being  made  to  transfer  from  a  grounded  circuit  system 
to  a  metallic  circuit  system,  one  of  the  improvements  in  the 
art  that  came  about  that  time. 

i'.v  Mr.  Marve  : — 

Q.  Necessitating  re-building? 

A.  Necessitating  the  re-building  of  the  entire  exchange 
l)lant. 

O.  1  hen  the  increase  in  the  expenses  was  largelv  an  in- 
crease of  maintenance  expense? 

A.  \\  hen  your  construction  expense  goes  up,  your  oper- 
ating expense  necessarily  goes  up  with  it,  because  there  is  a 
great  deal  that  attaches  to  construction  that  is  treated  in  tele- 
jihone  accounting  as  operating  expenditure. 
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Bv  Commissioner  Penxypacker: — 

Q.  But  what  I  queried  was  how  it  happened  that  your 
revenues,  immediately  after  your  expenditures  reached  that 
high  point,  also  reached  their  high  point? 

A.  Yes,  sir,  I  think  that  proves  what  I  said,  that  the 
metallic  circuit  went  in  in  about  1891  and  that  transferring 
from  the  old  grounded  circuit  to  the  metallic  circuit  put  the 
expenses  up  in  1891,  and  then  there  was  an  increase  in  the 
rates,  in  that  the  rate  for  the  metallic  circuit  service  was 
greater  than  the  rate  for  the  grounded  circuit  service,  and  that 
reflected  itself  in  the  immediately  succeeding  years. 

By  Mr.  AIarye  : — ■ 

O.  And  it  was  that  jump  that  you  mentioned  in  connec- 
tion with  Altoona? 

A.  Yes,  sir. 

O.  Now  while,  as  appears  from  Exhibit  5-1,  the  telephone 
expenses  per  station  have  been  gradually  going  down  since  the 
year  1891,  has  that  been  because  of  a  going  down  in  the  price 
of  material  and  labor  during  that  period? 

A.  No,  it  has  not. 

O.  What  has  been  the  history  ? 

A.  The  tendency  of  labor  has  been  up  gradually  right 
along.  The  material  fluctuates,  of  course.  We  bought  a  tre- 
mendous amount  of  copper  at  from  20  to  25  cents  a  pound. 
We  have  bought  it  at  12  cents  a  pound  within  that  period.  In 
1906  we  were  paying  the  very  highest  price  we  possibly  ever 
paid  for  copper,  and  we  use  a  tremendous  amount  of  it — some 
60,000,000  pounds  a  year. 

O.  How  about  the  price  of  labor  during  this  period?  Has 
that  been  increasing  or  decreasing? 

A.  It  has  been  increasing  all  the  time. 

Q.  Now  if  the  prices  of  labor  and  material  have  been 
gradually  increasing  during  this  period,  to  what  do  you  at- 
tribute the  gradual  decreasing  of  telephone  expenses  per  sta- 
tion per  year  during  that  period? 

A.  It  is  due,  in  the  main,  to  the  large  increase  in  the 
number  of  stations. 
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Q.  Is  there  any  of  it  or  not  clue  to  improved  methods  of 
liandling  our  material  and  labor? 

A.  Yes,  it  is  due  very  lart^^ely  to  that.  For  instance,  when 
the  common  battery  system  was  substituted  for  the  magneto, 
it  became  no  longer  necessary  to  send'  men  to  the  subscriber's 
place  of  business,  or  his  residence,  in  order  to  fix  up  the 
batteries.  That  was  eliminated.  With  the  placing  of  cable, 
rather  than  open  wires,  the  maintenance  was  reduced,  and,  by 
the  placing  of  wires  under  the  ground,  while  the  original  in- 
vestment was  increased,  the  operating  expense  was  reduced. 

O.  Then  take  the  cable  itself:  have  the  methods  of  hand- 
ling cable  been  improved  in  the  course  of  the  last  10  or  15 
years — stringing  cable  ? 

A.  Oh,  my,  yes.  It  is  not  only  in  the  stringing  of  it,  but 
in  the  making  of  it  and  in  the  storing  of  it  and  the  distri- 
bution of  that  storage  through  the  country.  The  warehouse 
charges  and  freight  charges  and  other  charges  of  that  sort 
have  all  been  materially  reduced,  because  of  the  fact  that  we 
are  not  required  to  carry  a  tremendous  amount  of  stock,  as  we 
were  in  the  old  days.  We  rely  upon  the  Western  Electric 
Company,  with  its  warehousess  scattered  about  the  country,  to 
sup])ly  us  on  demand  with  anything  we  require,  and  everything 
we  require. 

0.  Now  you  have  been  speaking  of  the  expenses  to  the 
Telephone  Company,  in  other  words,  the  costs  to  the  Tele- 
phone Company,  per  station.  How  about  the  costs  of  tele- 
l)hone  service  to  our  patrons  during  this  period?  This  chart 
shows  a  constant  decrease  in  the  cost  of  service,  does  it  not? 

A.  Yes.  I  have  a  chart  here,  if  it  will  serve  the  pur- 
pose— this  is  for  the  State  of  Pennsylvania — showing  that  on 
January  1,  1884.  there  were  in  the  State  8,856  telephones, 
and  the  average  rate  was  $61.69  per  telephone.  Now  if  we 
take  the  ]5eriod  indicated  in  this  chart  (Exhibit  5-D  as  having 
brought  an  uplift  in  both  revenues  and  expenditures,  we  will 
find  that  the  rate  has  gone  up.  from  1884  to  1892,  from  $61 
to  $80.  eliminating  the  cents,  and  that  the  number  of  tele- 
phones has  increased  from  8,800  to  16,600.  In  1896  the  rate 
was  '$77,  the  average  rate  for  all  of  the  telephones  in  the  State. 
and  the  total  number  of  telephones  was  21,000.     In  1899  it 
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was  $59  and  the  total  number  of  telephones  was  38,864.  In 
1904  the  average  earnings  per  telephone  throughout  the  State 
were  $40.49,  and  the  number  of  telephones  had  increased  to 
127,482.  In  1909,  five  years  later,  the  rate  was  $31.67.  and 
the  number  of  telephones  was  266,195.  It  was  in  1909  that 
these  rates  were  changed,  as  has  been  explained,  bringing 
about  the  better  grades  of  service.  Since  1909,  up  to  Decem- 
ber 31,  1913,  the  number  of  stations  had  increased  to  394.789, 
and  the  average  rate  had  dropped  from  $31.67  to  $30.42.  which 
was  the  average  amount  of  excliange  revenue  collected  in  the 
State  per  telephone. 

O.  Therefore,  that  VvOuld  indicate  that,  during  this  per- 
iod, the  cost  to  the  pulilic  of  telephone  service  per  station  in 
Pennsylvania  had  dro])ped  from  $90  down  to  $30? 

A.  Since  the  introduction  of  the  metallic  circuit,  the  rate 
has  dropped  from  $80  to  $30  and  the  numlier  of  stations  has 
nicreased  from  16.000  until  right  now  there  are  431.754. 

Q.  So  that  there  has  been  a  constant  reduction  to  the 
public  in  the  cost  of  their  telej^ihone  service  in  this  State ? 

A.  Yes.  sir.  The  amount  of  money  per  telephone  paid 
by  the  public  has  been  more  than  cut  in  two,  and  the  number 
of  subscribers  available  to  each  other  one  has  gone  up,  as  I 
said,  from  16.000  to  430.000. 

By  Commissioner  Johnsox  : — 

O.  Does  that  interesting  exhibit  you  have,  have  parallel 
columns  showing  the  expense  per  station  ? 

A.  No,  sir. 

Q.  That  would  be  very  interesting. 

A.  I  have,  however,  the  book  valuation  of  ])hysical  i)ro])- 
erty  for  the  same  dates  and  the  average  physical  pro]:)erty  per 
teIe])hone.  The  total  book  value  of  the  property  increased 
from  1884  to  1913  from  $1,882,000  to  $53,556,000'. 

By  Mr.  Marve  :— 

O.  According  to  the  books? 

A.  According  to  the  books;  it  is  book  value.  The  a\er- 
age  investment  ])er  tele])hone  <lroi:)p/ed  from  $186  to  8127 
during  the  same  period. 
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\\\  (  (iM MISSION KR  Johnson: — 

(J.  Wliere  did  you  get  the  data  for  this  expenditure  per 
stalion  ctu've  on  the  chart.'' 

A.  This  data  was  prepared  in  the  commercial  engineer's 
(iHicc. 

O.  The  figures  must  exist  for  expense  per  station  ? 

A.  Yes,  sir.  Is  it  your  desire  that  you  be  suppHed  with 
a  set  of  those  expense  figures? 

Q.  I  thought  possibly  you  had  it  right  there. 

]\1r.  M.arye:  We  can  put  it  in  this  table  from  which 
he  is  reading — add  a  column  for  expenses. 

Mr.  Swayze:  If  you  will  allow  us  to  take  the  table 
hack,  we  will  have  that  column  added,  of  course. 

(  The  exhibit  referred  to  was  marked  "5-J,"  and  retained 
bv  counsel,  with  the  understanding  that  the  column  for  ex- 
])enses  referred  to  be  added  later.) 

Commissioner  Johnson  :  It  will  be  understood  that  this 
item  of  expense  covers  all  expense,  capital  and  operating? 

Mr.  Marye:  Certainly.  It  is  gross  revenue  and  total 
expenditures. 

I'.v   Mr.   French: — 

O.  Does  that  include  toll  revenues,  too? 

A.  No,  sir.  This  is  exchange  revenue.  I  confined  my- 
self to  exchange  revenue,  because  it  is  exchange  revenue  on 
the  chart,  as  I  understand  it. 

Mr.  ]\L\rye:     This  includes  also  toll  revenues. 

The  Witness:  That  is  my  mistake,  if  the  toll  revenue 
is  here. 

Mr.  Marye:  The  chart  I  know  contains  the  gross  reve- 
nues and  total  annual  expenses. 

The  Witness:  The  toll  revenue  per  station,  back  in 
1SS4.  was  $5.88.  There  were  very  few^  stations  at  that  time 
atid  a  very  limited  amount  of  toll  lines. 

P.v  C<)MMissi()NER  Johnson: — 

O.  In  the  past  four  years,  from  1909  to  1913,  the  curve 
of  expenditure  per  station  has  slightly  risen? 

A.  Yes,  sir. 
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O.  Do  you  anticipate  that  that  curve  will  continue  to  rise? 

A.  I  do,  in  view  of  the  fact  that  we  have  just  recently 
reduced  the  number  of  working-  hours  per  day  from  nine  to 
eight  in  the  construction  and  maintenance  forces,  and  I  am 
not  satisfied  that  the  rates  to  operators  and  other  employes 
are  fixed  for  all  time,  and  the  disi)osition  will  be  to  go  up 
and  not  down. 

O.  And  yet  you  are  looking  forward,  as  you  stated  a 
few  minutes  ago,  to  a  continuation  of  the  rapid  increase  in  the 
number  of  stations  ? 

A.  Yes,  sir. 

O.  Have  you  got  to  the  point  where  the  law  of  increas- 
ing returns  applies,  instead  of  the  law-  of  diminishing  returns, 
in  your  business? 

A.  I  think  we  have  gotten  to  the  point  where  neither  one 
law  nor  the  other  applies.  I  hope  we  have — if  that  is  a  sen- 
sible thing  to  say.  I  will  explain  what  I  mean.  I  think  we 
ought  to  earn,  gross,  about  30%  on  our  investment,  and  that 
our  investment  per  telephone  should  be  about  what  it  is  now, 
possibly  a  little  lower. 

O.  30%— 

A.  On  the  total  investment,  whatever  it  might  be.  That 
is  gross.  If  the  investment  per  telephone  is  $100,  then  the  aver- 
age should  be  $30.  There  should  be  at  least  $10  margin 
between  the  total  amount  of  money  paid  out  and  the  total 
amount  of  money  taken  in,  and  that  is  my  chart.  That  is  what 
I  am  striving  to  do.  ^^'e  want  to  hold  these  things  as  nearly 
on  those  lines  as  possible,  and,  since  1909,  the  lines  have  been 
fairly  straight. 

Q.  In  other  words,  you  are  trying  to  maintain  the  law  of 
constant  returns  ? 

A.  Yes,  sir. 

Q.  You  do  not  expect  to  be  able  to  benefit  from  the  opera- 
tion of  the  law  of  increasing  returns? 

A.  Xo,  sir. 

Mr.  Marye  :  I  might  state  to  the  Commission,  so  that 
they  may  understand  in  reading  this  chart.  Exhibit  5-1,  that 
the  curve  showing  annual  expenses  does  not  include  dividends 
and  interest. 
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Commissioner  Johnson:  So  it  does  not  include  capital 
expenses? 

Mr.  Marve:  No,  sir.  The  dollars  and  cents  to  be  put 
in  I'^xhihit  5-J,  to  correspond  with  this  exhibit,  will,  therefore, 
be  the  expenses  excluding  dividends  and  interest.  Of  course, 
it  must  I)c  so,  if  the  two  exhibits  are  to  be  read  together. 

r,v  Mr.  Marve:— 

U.  These  exhibits,  5-1  and  5-J,  contain  the  gross  telephone 
revenue  from  all  sources,  both  toH  and  exchange? 

A.  Yes,  sir. 

O.  Assuming  that  the  telephone  is  a  necessity  of  modern 
life,  how  does  the  fact  of  the  decreased  cost  to  the  consumer 
of  this  necessity,  the  telephone,  compare  with  the  trend  of  the 
l^rices  for  other  necessities  of  life  during  this  period?  Have 
\ou  given  any  thought  or  study  to  that  subject? 

A.  Yes,  I  have.  I  was  curious  enough  about  it  to  have  a 
chart  prepared  to  show  how,  while  foodstuffs  and  other  things 
have  been  going  up  in  price,  the  telephone  rates  have  gone  in 
the  other  direction.  If  I  remember  correctly,  I  showed  this 
chart  here  before,  but  I  will  present  it  again.  It  shows  on  one 
side  a  reduction  in  telephone  rates  of  some  30%,  while,  on  the 
other  side,  bacon  has  increased  in  the  same  period  130%,  round 
steak  over  100%,  smoked  hams  over  90%,  hens  80  odd  per 
cent.,  lard  70  odd  per  cent.,  and  corn  meal,  potatoes,  butter, 
eggs,  milk,  flour  and  all  the  things  we  use,  at  least  in  our 
households,  have  gone  up,  and  that  necessarily  reflects  itself  in 
our  payrolls,  because  we  are  all  consumers  of  these  things  that 
have  gone  up  so  rapidly  in  price.  I  think  I  have  data  here  for 
Philadelphia,  Baltimore,  Washington  and  New  York. 

O.  And  the  same  is  true  of  all  of  them  ? 

A.  Yes,  sir. 

^Ir.  Marye:    We  will  not  file  those  formally  as  exhibits, 
may  it  please  the  Commission. 
I'.v  Mr.  ]\Iarye: — 

O.  As  I  have  understood  your  testimony,  it  is  vour  experi- 
ence and  opinion  that,  looking  at  a  comprehensive  and  complex 
schedule  for  telephone  operations  throughout  a  great  State  like 
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Pennsylvania,  you  treat  it  first  from  the  operation  of  the  Com- 
pany as  a  whole? 
A.  Yes,  sir. 

O.  Now  what  are  the  general  principles  underlying  the 
making  of  such  a  comprehensive  schedule  for  the  State?  What 
is  your  first  step? 

A.  I  can  tell  you  what  I  did.  ^^'hen  these  telephone 
properties  in  Pennsylvania  were  brought  under  one  manage- 
ment, and  I  ha])pened  to  be  involved  in  that  management, 
I  had  a  very  careful  study  made  of  every  hamlet,  village, 
town  and  city  in  the  State,  and  all  the  territory  contiguous 
to  those  different  places.  I  then,  to  avoid  confusion,  abso- 
lutely disregarded  all  rates  then  existing  in  every  center. 
I  disregared  every  contract  form.  The  only  thing  I  had 
bearing  on  previous  development  were  statements  prepared 
by  the  auditor  from  his  ledgers,  showing  the  distribution  of 
the  subscribers,  as  to  the  class  of  service — individual  line, 
two-party  line,  four-party  line,  etc. 

Q.  Have  you  prepared  an  exhiljit  to  show  the  data 
necessary  in  order  to  form  a  schedule? 

A.  Yes,  sir. 

O.  Is  that  this  book  I  show  you  now\,  the  large  book? 

A.  Yes,  sir,  this  is  it. 

(Book  marked  "Exhibit  5-K.") 

O.  Will  you  please  take  this  Exhibit  5-K  and  explain 
what  that  contains? 

A.  I  have  turned  to  the  sheet  upon  which  will  be  found, 
among  other  exchanges,  Scranton,  Pennsylvania. 

Q.  \\'hat  page  is  that? 

A.  Page  4.  I  turn  to  Scranton,  because  we  were  re- 
quired to  do  a  tremendous  amount  oi  rebuilding  there  in 
order  to  meet  the  demands  after  these  rates  were  changed. 
You  will  find  that  it  is  a  Class  A  towm. 

O.  Briefly,  what  do  you  mean  by  Class  A? 

A.  \Mien  we  got  through  with  this  rate  study,  several 
years  ago,  in  1909,  we  found  it  possible  to  divide  all  the 
exchanges  in  the  State  of  Pennsylvania,  outside  of  the  two 


1354a  /''rank  II.  Bcthcll. 

I)io-  cities  (if  i'liila(lcl])lii;i  and  I'itlsburi^h,  into  five  classes, 
winch  have  heen  designated:  A,  R.  C,  D  and  E.  Scranton 
is  a  Class  A  town. 

By  Commissioner  Brecht  : — 

Q.  What  is  the  basis  of  that  classification?  Poi)ula- 
tion  ? 

A.  The  poi)ulation  for  one  thing-;  general  characteristics 
tor  another,  and  these  general  characteristics  are  fairly  well 
set  out,  I  think,  in  this  exhibit  which  is  now  before  us. 
Scranton,  Harrisbnrg  and  two  or  three  other  towns  fell 
into  the  Class  A  division.  You  will  find  in  Scranton  that 
71%  of  the  population  is  American.  That  means  some- 
thing, in  telephone  development.  29%  is  mixed  foreign. 
The  assessed  valuation  of  the  real  estate  in  corporate  limits 
was  $938  per  capita.  That  is  high.  The  annual  bank  clear- 
ings in  the  exchange  area  were  $909  per  capita.  That  is 
also  high,  indicating  that  Scranton  is  a  good  town,  a  pros- 
perous town.  The  population  of  the  exchange  area  was 
155,494.  You  have  there  four  elements  that  must  be  con- 
sidered in  rate-making:  the  character  of  the  population, 
the  population  itself,  the  valuation  of  the  property  and  the 
amount  of  money  in  the  banks. 

Bv  Mr.  M.arve  :— 

Q.  To  what  extent,  if  any,  does  the  area  enter  into  the 
problem  ? 

A.  The  area  comes  in,  too,  and  is  a  very  important 
factor.  The  area  of  that  exchange  is  41  miles.  It  includes 
the  towns  of  Oliphant  and  Taylor,  in  addition  to  Scranton. 
The  class  of  equipment  is  common  baittery,  semi-selective. 
The  number  of  local  messages  per  station  per  day  in  Scran- 
ton is  6.3.  The  rates  we  charge  there  for  exchange  service 
— that  is,  basic  exchange  service;  of  course,  there  are  other 
rates  for  extension  stations  and  private  branch  exchange 
switchboards— are  $60  and  $48  for  business  service,  and  $42 
for  an  auxiliary  line,  which  is  also  a  business  service,  and 
$36,  $30  and  $24  for  residence  service. 
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O.  Is  that  same  schedule  applicable  to  all  towns  grouped 
in  Class  A  ? 

A.  Yes,  sir.  I  have  those  here  somewhere.  Class  A 
includes  Reading,  with  which  is  included  Shillington  and 
Sinking  Springs,  and  the  number  of  stations  in  that  area  is 
5,833.  It  includ'es  Wilkes-Barre,  and  with  Wilkes-Barre, 
Plymouth,  Kingston  and  Glen  Summit,  with  6,934  telephones. 
I  find  here  Morrisville  set  up  all  by  itself.  Morrisville  is  a 
part  of  the  Trenton,  New  Jersey,  exchange  system.  It  takes 
Trenton  rates,  with  8,525  telephones.  Then  there  is  Steel- 
ton,  Riverton,  Middleton  and  Harrisburg,  making  up  an  ex- 
change area  in  Class  A,  with  8,681  telephones.  Then  there 
is  Taylor,  Scranton  and  Oliphant,  with  11,622.  When  we 
introduced  these  rates,  some  three  years  ago,  there  were 
about  3,000  telephones  in  Scranton. 

Bv   COMMI-SSIONER   ToNE  : — - 

O.  Did  you  give  any  particular  weight  to  population  of 
itself,  or  to  bank  clearings,  or  to  nationality,  or  did  you  group 
them  all  together  and  then  weigh  it  ? 

A.  We  group  them  all  together — the  way  the  streets 
are  paved,  the  way  they  put  flowers  on  their  lawns,  if  they 
put  them  on;  the  number  of  bathrooms  in  the  houses — the 
general  characteristics  of  the  town. 

By  Commissioner  Johnson: — 

O.  Is  that  weighting  intellectual  or  mathematical? 

A.  It  is  intellectual,  sir. 

Q.  It  is  not  what  the  statisticians  mean  by  a  weighting? 

A.  Then  I  stand  corrected  on  that  point. 

By  Mr.  Marye  :— 

Q.  In  other  words,  you  get  all  the  statistics  in  each  of 
those  areas  that  you  can  and  give  consideration  to  all  of 
them  ? 

A.  Give  consideration  to  all  of  them  and  send  our  men 
about  through  the  towns  to  talk  to  the  people  and  get  their 
ideas  as  to  what  they  ought  to  have  and  what  they  are  en- 
titled to.   and   what   they  will   require   of  us   in   the   way   of 
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l)iiilin.^-  poK's  in  the  streets  or  puttinj]^  them  in  the  alleys,  or 
not  i)Uitin.L.':  them  u])  at  all.  Then  you  "have  the  differences 
in  business  and  residence  rates.  You  take  a  mill  town  in 
I 'ennsvivania,  where  there  are  two  or  three  great,  big  in- 
dustrial institulioiis,  surrounded  b}'  small  cottages,  in  which 
the  operatives  live.  There  you  have  one  classification  of 
business  and  residence,  which  is  very  marked — a  very  marked 
difference,  ^'ou  can  go  into  Bryn  IMawr  and  other  towns  in 
the  State,  where  the  business  element  is  a  group  of  trades- 
people who  have  come  to  serve  the  residents,  who  are  busi- 
ness men  in  Pennsylvania,  or  college  professors — a  very  high 
grade  class  of  people.  So  there  there  is  another  distinction 
between  business  and  residence,  as  against  the  other  dis- 
tinction in  the  mill  town.  All  those  things  must  be  not  only 
known  but  understood  and  weighed  carefully,  in  fixing  tele- 
phone rates. 

Q.  And  then  the  area,  as  to  the  average  length  of  lines 
from  the  logical  place  for  the  central  office,  would  enter  into 
the  problem,  too? 

A.  That  is  an  engineering  matter-,  but  it  would  run  into 
dollars  and  cents  very  rapidly,  if  the  engineers  put  the  central 
office  in  the  wrong  part  of  town. 

Q.  And  also  if  the  average  subscriber  lived  at  a  remote 
distance  from  the  center? 

A.  Yes,  sir,  it  would  increase  the  average  length  of  line, 
which  carries  with  it  increased  expenses.  That  suggests  to  my 
mind  another  thought  in  connection  with  basiilg  the  rates  on 
the  cost.  If  that  were  the  only  factor  to  be  considered,  there 
would  probably  be  as  many  rates  as  there  are  stations  in  serv- 
ice. For  instance,  right  here  in  Harrisburg  we  are  serving- 
subscribers  in  the  building  adjoining  our  telephone  office. 
There  is  no  outside  plant  involved  in  serving  those  men.  We 
drop  out  of  our  building  into  theirs  and  connect  them  up.  But 
we  must  build  a  mile  or  two  of  line,  probably  dig  a  trench  and 
put  some  subways  in  and  cables  and  one  thing  and  another, 
to  serve  the  man  out  on  the  boundary  line,  and  between  the 
man  who  is  in  the  building  adjoining  our  exchange  and  the 
nian  out  on  the  boundary  line,  there  are  hardly  two  of  equal 
distance  from  the  central  office,  and,  if  you  are  going  to  come 
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right  down  to  cost  as  the  controlhng-  factor,  then  we  will  have 
to  make  a  different  rate  for  every  man  connected  \.vith  the 
service. 

O.  Then  in  the  course  of  your  experience  in  the  telephone 
business,  has  this  matter  of  cost  to  the  patrons  in  the  various 
classes  been  a  subject  of  consideration? 

A.  Oh,  yes,  sir.  Right  here  in  Pennsylvania  one  of  the 
older  managers,  in  constructing  his  farmers'  lines,  tliough*^ 
that,  if  he  found  a  man  six  miles  from  town,  he  would  char^^e 
him  one  rate,  if  he  were  seven  miles  out,  on  the  same  line,  he 
would  charge  him  another,  and  if  he  were  twelve  miles  from, 
town  he  would  charge  him  another,  and  so  forth.  Of  course, 
it  did  not  work  at  all.  If  you  build  a  line  out  into  the  country, 
you  charge  each  farmer  the  same  rate,  regardless  of  the  dis- 
tance of  the  farmer  from  the  central  office.  One  man  may  be 
six  miles  and  the  other  eighteen,  and  of  course  that  is  so  in 
many  cases. 

Q.  You  have  no  formula,  then,  for  making  rates? 

A.  1  have  no  formula,  no,  sir.  I  have  l)een  making  rates 
for  eighteen  years,  and  I  have  done  it  to  the  best  of  my 
ability,  without  an}-  formula  other  than  I  have  outlined  here. 

O.  Then  it  is  generally  true  that  the  elements  that  you 
have  mentioned  in  connection  with  Class  A,  as  having  to  be 
taken  into  consideration  in  fixing  exchange  rates,  would  apply 
to  all  the  classes,  down  to  your  lowest  class? 

A.  Yes,  sir.  I  think  the  way  to  make  rates  is  this:  when 
you  have  found  out  the  value  of  your  property  and  when  yon 
have  determined  what  }our  rate  of  return  should  be,  then  you 
know  how  much  uioney  you  must  earn,  and  the  next  question, 
then,  and  the  all-important  question,  is  to  determine  how  you 
can  apply  the  rates  so  as  to  get  those  earnings  in  a  way  such 
that  each  community  will  concril)Ute  sufficient  to  bring  them  up 
to  the  proper  total,  without  ])lacing  a  hardshii)  on  any  one  com- 
numitv  any  more  than  on  any  other  commnnily. 

O.  In  effect,  then,  it  becomes  a  matter  of  rational  dis- 
tribution of  the  burden  throughout  the  various  classifications? 

A.  Yes.  sir. 

O.  Your  first  classification,  then,   would   Ije  a   classifica 
tion  into  groups,  and  then  you  would  take,  as  you  have  illus- 
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t rated   hc-rc,   each   (jf    ihosc   groups   and    further   classify   ac- 
c()r<h'iii4  to  the  usage? 

A.  Nes.  sir.  Do  not  understand  that  that  is  a  finished 
|)r()(hn-l.  Those  sheets  are  under  constant  study,  and  it  is 
IK)  unusual  thing  to  transfer  a  town  from  one  classification 
to  another,  or  to  take  one  or  two  or  more  exchanges  and 
group  them  into  one  exchange,  and  then  make  the  transfer 
I'roni  one  class  to  another. 

By  Commissioner  Pennypacker: — 

O.  How  many  classes  of  rates  are  there  in  Pennsylvania? 

A.  Outside  of  the  two  big  cities — that  is,  standard  rates, 
such  as  will  be  filed  here — there  are  five  classes. 

O.  Are  the  two  large  cities  included  in  one  class,  or  is 
each  a  class  by  itself? 

.\.  No,  sir;  the  two  large  cities,  Philadelphia  and  Pitts- 
hurgh.  have  rate  plans  that  were  fixed  about  the  same  time 
as  these  rates  were  fixed,  but,  for  business  service,  they  are 
based  on  the  number  of  messages  sent,  rather  than  on  the 
other  plan  of  charging  so  much  per  year.  That  is  so  in  both 
Philadelphia  and  Pittsburgh. 

O.  And  they  are  classified  alike,  substantially? 

A.  As  to  the  general  plan  of  rate-making  they  are,  yes. 
sir. 

\\\  Commissioner  Johnson: — 

O.  For  the  record,  and  to  facilitate  our  study,  will  you 
briefly  compare  tlic  Pittsburgh  and  Philadelphia  rates,  describe 
them  ' 

Mr.  M.\rye:  Would  the  Commission  like  to  have  Mr. 
r>etheirs  ideas  on  the  subject  of  measured  rates  generally, 
before  going  into  the  specific  rates  for  Pittsburgh  and  Phila- 
delphia? 

Commissioner  Johnson:  I  do  not  insist  on  any  par- 
ticular time. 

P.Y  Commissioner  Pennypacker: — 

O.  Practically,  as  I  understand,  Pittsburgh  and  Philadel- 
phia are  in  the  same  class,  they  are  treated  prettv  much  the 
same  way? 
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A.  Yes,  sir. 

O.  Then  that  makes  six  classes  of  rates  in  Pennsylvania? 

A.  Yes,  sir. 

O.  And  are  those  differentiations  based  on  popnlation? 

A.  In  part. 

By  Mr.  Marye:— 

O.  Will  you  take  up  the  f|uestion  c»f  measured  rates, 
briefly,  and  state  how  the  companies  began  to  develop  from 
the  flat  rate,  or  average  rate,  about  which  ^■ou  have  been 
talking? 

A.  I  ha\e  discussed  measured  rates,  as  opposed  to  the 
flat  rate,  in  the  larger  exchanges,  at  a  great  many  places 
and  at  a  great  man}-  times,  and  my  thought  is  that  the  flat 
rate  is  not  seriously  l)ad  in  a  single,  unit  exchange;  that  is 
to  say.  an  exchange  that  is  served  by  one  central  ofiice, 
where  there  is  no  trunking.  I  do  not  think  there  is  any 
difference  of  opinion,  between  men  who  have  studied  the 
question,  as  to  which  is  the  proper  plan  to  adopt  in  a  large 
city.  The  average  rate  per  telephone,  in  order  to  live,  must 
be  higher  than  the  minimum  rate  in  a  message  rate  sched- 
ule. The  usage  of  a  telephone  in  the  large  city  ranges 
from  a  fraction  of  a  message  per  day  to  a  hundred  messages 
per  day^  or  more.  To  find  a  flat  rate,  under  which  all  would 
pay  alike,  would  necessarily  work  a  hardship  on  that  sub- 
scriber who  was  least  able  to  stand  the  hardship.  He  is 
required,  under  the  flat  rate  plan,  to  pa\-  for  that  service 
which  he  recei\es,  and  to  pay  in  part  for  that  ser\-ice  which 
somebody  else  recei\es. 

By  Commissioner  Pennypacker  : — 

O.  Why  would  it  not  be  better  to  charge  so  much  a 
message,  or  so  much  for  every  fifty  messages? 

A.  Starting  with  a  minimum? 

Q.  Charge  a  certain  sum  for  every  message? 

A.  In  every^  public  service  company.  I  take  it— cer- 
tainly in  the  telephone  business — there  nuist  be  a  readiness 
to  serve;  that  is,  the  plant  nuist  be  built  and  the  instruments 
perfected  and   the  directories  prepared   and   delivered,  and 
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i\crvtliin,i;-  set  rij^ht  to  provide  service.  That  costs  money, 
ami,  even  if  no  traffic  flows  at  all,  there  is  somcthin^^  there 
thai  represents  value  and  shnnld  be  paid  for. 

().  ^^■s,  hut  1  do  not  think  you  understand  me.  When 
vou  are  making  your  charges,  why  could  you  not  say,  "So 
much  a  message,"  determining  it,  of  course,  in  an  amount 
sufficient  to  pay  the  reasonable  return  that  you  are  looking 
for?'  Why  not  charge  by  the  message,  or  ten  messages  or 
fifty  messages? 

A.  !  think  we  d(j.  Our  schedule  advances  in  steps  of 
two  hundred  or  three  hundred,  as  the  case  might  be. 

i;v  Mk.  M.\rve:— 

y.  1  think  the  Governor's  question  was  directed  to  the 
point  as  to  why  we  do  not  charge  on  a  measured  basis,  or 
message  basis,  in  the  territories  in  which  we  now  charge 
a  fiat  rate.  In  other  words,  why  do  we  have  fiat  rates  at  all 
in  the  Slate? 

A.  Theoreiicall}-  tb.at  is  right,  but  the  rate  of  calling  in 
a  small  community  does  not  vary  as  does  the  rate  of  calling 
in  a  large  community,  and  you  can  find  an  average  without 
bringing  discrimination  in.  as  you  do  when  you  attempt  to 
apply  it  in  the  larger  exchanges.  It  is  for  the  same  reason 
that  we  furnish  flat  rate  service  at  residences,  even  in  the  big 
cities.  The  day  is  longer,  the  calling  starts  earlier  in  the 
morning,  it  lasts  until  later  in  the  night — the  total  number 
of  calls  is  not  so  large,  and  the  traffic  is  spread  over  a  longer 
period,  and  it  is  well  handled  in  that  way.  Those  same  things 
are  found  in  the  smaller  towns,  but  are  not  found  at  all  in 
the  larger  towns.  Now  in  Australia  they  did  adopt  the  thing" 
which  has  been  suggested.  If  the  message  is  the  proper 
unit  of  charge,  then  the  message  must  be  the  proper  unit 
of  charge  regardless  of  all  other  conditions.  The  result  is 
that  the  business  rates  in  Australia  are  very  low  and  the 
residence  rates  are  very  high,  and  the  development  has  been 
seriously  handicapped — arrested,  in  fact,  stopped.  So  I  think 
we  serve  the  greatest  good  to  the  greatest  number  by  con- 
tinuing with  the  unlimited  service  rates,  and  in  some  places 
a  party  line  service,  as  long  as  we  possiblv  can.     There  are 
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towns  in  Pennsylvania  that  mio^ht  well  be  served  at  meas- 
ured rates — Scranton  and  this  town  of  Harrisburg,  for  in- 
stance. There  are  measured  rates  f[uoted  here  as  well  as 
flat  rates,  and  it  would  be  well,  I  think,  if  these  communities 
were  served  at  measured  rates.  But  it  is  not  so  essential  as 
it  is  in  the  big  places.  The  flat  rate  does  not  arrest  develop- 
ment as  it  would  in  the  bigger  places. 

Bv  CoMMi.ssioxER  Pexxypacker  : — 

Q.  Every  time  a  man  sends  a  telegram  he  pays  for  the 
telegram,  and  he  pays  for  every  telegram  he  sends.  Why 
should  not  that  system  be  applied  to  telephone  messages, 
and  carried  out  ?  Of  course,  you  might  fix  it  by  a  number 
of  messages  ;  but  the  effect  of  that  would  be  beneficial  to  the 
community,  in  a  sense,  because,  if  a  man  understood  that 
when  he  called  up  a  telephone  company  he  was  to  pay  for 
it,  he  would  not  be  calling  up  for  idle  purposes  so  often  as 
he  does  now. 

A.  Far  be  it  from  me,  sir.  to  argue  with  you  on  flat 
rates  as  against  measured  rates. 

By  Mr.  Marve  :— 

O.  You  would  like  to  ado]:)t  thai  idea? 

A.  Yes,  I  think  the  Commissioner  is  absolutely  right. 
Of  course,  there  is  a  difference  between  a  telegram  and  a 
telephone  message.  A  telegram  is  entirely  a  service  foreign 
to  the  man  who  senrls  it.  He  files  the  message  and  knows 
nothing  further  about  it,  while  the  man  at  the  telephone 
sends  his  own  message,  with  the  assistance  of  the  telephone 
organization.  The  Ccjmmissioner's  theory,  however,  is  ab- 
solutely correct. 

By  Commissioner  Johnsox  : — 

O.  Is  it  correct?  Would  not  a  flat  rate  per  message,  the 
same  rate  for  one  message  as  for  five  thousand  messages, 
greatly  limit  the  service  ? 

A.  That  is  not  the  theory,  as  1  understand  it.  that  the 
Commissioner  is  advocating. 

O.  I  thought  that  was  the  theory  suggested.  That  i'^ 
the  theory  in  the  telegraph  business,  is  it  not? 
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A.  That  you  pay  for  each  message? 

Q.  Yes. 

A.  Yes,  sir;  that  is  not  only  the  theory,  but. the  practice. 

Q.  That  theory  appHed  to  the  telephone  business,  you 
say,  in  Australia,  has  restricted  the  service? 

A.  It  has.  It  has  restricted  the  residence  development, 
and  it  is  the  residence  development  that,  in  a  large  measure, 
has  brought  about  the  tremendous  development  in  this  coun- 
try. I  can  illustrate  that  by  something  I  have  here,  I  think. 
Take  the  density  of  population  of  the  world,  and  we  find  the 
l)opulation  per  square  mile  of  the  United  States  is  31 ;  of 
France  it  is  191;  of  the  German  Empire  it  is  319;  of  Great 
P)ritain  it  is  379.  In  spite  of  those  figures,  running  over  300 
l)eople  per  square  mile,  as  against  31  in  the  United  States,  we 
lind  that  65%  of  the  world's  telephones  are  in  the  United 
States,  as  against  about  5%  in  Great  Britain,  7%  in  the  Ger- 
man Empire  and  2%  in  France. 

IjY  Mr.  Marye  : — • 

Q.  How  about  in  Australia? 

A.  I  can  give  it  to  you,  probably.  The  density  of  popula- 
tion in  Australia — oh,  they  have  no  population  to  speak  of.  It 
is  l^X  per  square  mile. 

P.v  Commissioner  Pennypacker: — 

Q.  That  may  be  due  to  entirely  other  causes.  Australia  is 
a  new  country  and  the  people  live  far  and  wide  apart,  in  a 
large  part  of  it. 

A.  I  think  you  will  find  the  population  of  Australia 
grouped  in  two  or  three  cities,  and,  outside  of  those  two  or 
three  cities,  there  is  practically  nothing  but  a  sheep  tender 
here  and  there  through  vast  areas. 

Q.  That  would  account  for  the  telephone  business  not 
being  extended  throughout  the  country  ? 

A.  Naturally  there  would  be  no  pushing  of  these  lines  out 
to  the  sheep  ranches,  far  removed  from  civilization,  but  I  am 
speaking  of  the  communities  where  the  people  are  centered  in 
the  cities:  the  telephone  development  is  not  what  it  ought  to 
be. 
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By  Mr.  Marye: — 

Q.  In  that  connection,  have  you  any  figures  on  the  per- 
centage of  development  in  rural  communities  in  the  United 
States,  as  compared  with  other  countries? 

A.  That  is  what  I  was  coming  to. 

By  Commissioxer  Pennypacker: — 

O.  You  see,  there  is  still  some  other  cause  for  it,  because 
it  appears  from  your  figures  that  we  have  65%  of  the  tele- 
phone development  of  the  world,  as  you  stated.  That  shows 
that  we  have  taken  a  fancy  to  the  telephone.  England  is  per- 
haps a  great  deal  more  thickly  populated — Belgium  certainly 
is — than  the  United  States,  but  the  telephone  has  not  increased 
to  the  same  extent. 

A.  Great  Britain  is  a  world  power,  it  is  a  great  industrial 
country,  it  is  a  splendid  agricultural  section,  as  those  of  us 
who  have  had  the  pleasure  of  riding  over  it  know.  The  con- 
ditions in  Europe,  in  Great  Britain  and  the  United  States  are 
not  so  radically  dififerent,  so  far  as  the  population  and  the  con- 
ditions are  concerned,  as  to  account  for  this  tremendous  dif- 
ference in  the  use  of  the  telephone.  The  telephone  in  Great 
Britain  is  restricted  to  the  larger  cities,  and,  even  in  the  larger 
cities  its  development — 

Q.  You  see,  there  is  some  reason  why  the  Englishman 
does  not  care  for  the  telephone,  there  is  some  reason  why  the 
American  does,  and  that  is  apart  from  population. 

A.  I  think,  sir,  if  the  men  who  developed  the  telephone 
in  the  United  States  had  been  permitted  at  the  same  time, 
and  under  the  same  conditions,  to  develop  it  in  Great  Brit- 
ain, it  would  be  Great  Britain  and  not  the  United  States 
that  would  have  65%,  if  not  more,  of  the  telephones  to-day. 
Q.  That  shows  that  there  is  another  factor — the  ca- 
pacity and  energy  of  the  individuals. 

A.  For  which  those  individuals  are  entitled  to  some 
credit,  of  course. 

By  ]\1r.  !Marye  : — 

Q.  Xow,  could  you  give  some  of  the  figures  as  to  rural 
development? 
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.\.  In  cities  over  100,000  jjopulation,  in  all  the  cities  of 
I'.un.pe.  the  development  is  3%  as  against  11.4%  in  the 
I'nitcd  States.  In  cities  under  100,000  population  it  is  four- 
tenths  of  one  per  cent,  in  Europe  and  8.2%  in  the  United 
States. 

r>Y  Commissioner  Johnson: — 

Q.  Have  you  the  telephone  statistics  there  for  the  City 
of  Berlin? 

A.  I  think  so.  Berliu,  exchange  area  population. 
2,320,000;  number  of  telephones,  144,543— almost  identical 
with  the  number  of  telephones  in  Philadelphia,  with  a 
million  iimre  people,  nearly. 

By  Commissioner  Pennypacker: — 

O.  They  have  about  the  same  number  of  telephones, 
have  they  ? 

A.  As  Philadelphia,  yes,  sir. 

Mr.  Marve:    With  double  the  population. 
By  Commissioner  Pennypacker: — 

O.  The  population  is  very  much  greater? 

A.  "S'es,  sir,  in  Berlin. 

By  Mk.  Marye:— 

(_).  Ila\e  you  anv  figures  for  the  rural  communities  of 
i'au()i)e,  as  ct)m])ared  with  the  United  States? 

A.  This  is  supposed  to  include  all  the  rural  and  the 
smaller  towns,  Mr.  Marye.  I  gave  Europe  as  four-tenths  of 
one  per  cent,  and  the  United  States  as  8.2%. 

(}.    That  was  for  the  countrv  as  a  whole? 

A.   ^  es,  sir;  tliat  is.  not  including  the  large  cities. 

O.    I  la\e  you  any  iigures  as  to  the  capitalization? 

A.  \  es.  >ir.  1  have.  T  have  these  figures  and  I  am  fairly 
familiar  with  them.  1  used  them  in  a  talk  before  the  Board 
of  Trade  in  Xewark  the  other  night.  In  the  United  States 
the  investment  for  all  telephones,  farmers'  lines  and  all 
companies,  r.ell  com])anies.  companies  that  make  re])ort5 
from  which  we  can  get  information — 
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Q.  Bell  companies  and  others? 

A.  Yes,  sir — the  investment  per  telephone  is  $125,  for  the 
United  States.  It  is  $257  in  France,  it  is  $178  in  Great  Britain 
and  it  is  $178  in  the  German  Empire.  For  all  of  Europe,  it  is 
$172  per  telephone. 

Q.  As  compared  with  what  in  the  United  States? 

A.  $125. 

O.  That  includes,  as  you  say,  all  rural  lines,  and  lines  of 
every  character  and  description  ? 

A.  Yes,  sir. 

Q.  Cheap,  good,  bad  and  indifferent? 

A.  Yes,  sir. 

By  Commissioner  Brecht: — 

O.  Are  the  telephone  rates  of  England  higher  or  lower 
than  those  of  this  country? 

A.  The  telephone  rates  in  England,  if  applied  here  on  our 
development,  would  have  required  at  least  a  payment  on  the 
])art  of  the  American  public  last  \ear  of  some  $54,000,000  in 
excess  of  the  amount  paid. 

By  Mr.  Marye  :— 

O.  In  other  words,  if  the  Bell  Telephone  System  of  the 
United  States  had  in  effect  the  same  rates  that  now-  obtain  in 
Great  Britain,  the  people  of  this  country  would  have  had  to 
pay  us  $54,000,000  more  than  they  paid  us  ? 

A.  Paid  us,  and  other  telephone  operators. 

]'>Y  Commissioner  Brecht: — 

O.  That  is  a  factor  that  would  enter  into  the  restricted 
development  of  the  telephone  system  in  England? 

A.  Yes,  sir. 

By  Mr.  ]\Iarye  : — 

Q.  As  a  corollary  to  your  fundamental  proposition  that 
it  is  the  gross  revenue  in  order  to  take  care  of  the  fixed 
charges  and  operating  expenses  of  the  Company  as  a  whole 
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I(»  uliicli  you  have  to  first  look, — in  order  to  secure  that  gross 
revenue  we  have  to  secure,  as  a  corollary,  the  development? 

A.   Ves,  sir. 

O.  And  the  rates  \ou  fix  have  to  be  the  means  whereby 
that  is  secured? 

A.   \'cs,  sir. 

(J.  Without  development,  you  cannot  get  your  gross  reve- 
nue ? 

A.  During  the  period  that  the  United  States  has  been 
l)uilding  the  Panama  Canal,  we  have  spent  more  money  than 
the  (iovernment  has  spent  in  building  the  Canal  in  extending 
our  telejihone  lines  in  the  United  States. 

(J.  The  Hell  Telephone  System? 

A.  The  Bell  Telephone  System  has  spent  more  money 
tluring  that  period  than  the  (iovernment  has  spent  in  building 
the  Canal  and  in  buying  the  right-of-way,  and  it  is  not  a  closed 
account.  We  have  got  to  continue  to  spend  money  at  the  rate 
of  between  $50,000,000  and  $60,000,000  a  year,  in  order  to 
meet  the  demands  for  telephone  service. 

O.  That  is  new  capital? 

A.  That  is  new  capital. 

O.  That  has  to  flow  into  this  business  every  year? 

A.  That  is  capital  we  must  take  from  some  source. 

Q.  Now  as  to  this  territory  in  Pennsylvania,  vrhich  is 
more  interesting  in  this  particular  case,  have  vou  the  figures 
in  mind  as  to  what  we  will  require? 

A.  Fairly  well.  I  should  say  in  Pennsylvania  for  the 
next  thirty  or  forty  years  we  will  have  to  go  to  investors 
for  anywhere  from  three  and  a  half  million  dollars  to  six 
million  dollars  a  year. 

O.  I  do  not  know  that  it  has  been  brought  to  your  atten- 
tion, but  we  have  put  in  the  forecasts  of  the  engineers  on  that 
point,  and  they  bear  out  your  recollection,  as  in  the  neighbor- 
hood of  five  million  dollars— four  and  a  half  million  dollars 
to  five  million  dollars. 

A.  I  should  think  that  would  be  a  fair  average  for  the 
period,  yes.  sir. 

Q.  It  is  about  one-tenth,  then,  of  the  amount  required 
annually  in  the  countrv  as  a  whole? 
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A.  Not  quite.  If  the  average  is  four  million,  the  country 
has  been  taking  from  fifty  million  dollars  to  eighty  million 
dollars,  as  a  whole. 

O.  In  looking  at  a  comprehensive  telephone  schedule  for 
this  great  State,  do  you  look  at  the  toll  rates  as  a  separate  ani 
distinct  thing  from  the  exchange  or  local  rates  about  which 
you  have  been  talking,  or  is  that  or  not  simply  one  classifica 
tion  of  a  unified  schedule? 

A.  It  is,  in  eiTect.  one  classification  of  a  unified  schedule, 
in  that  one  bears  on  the  other  to  a  greater  or  less  extent. 
Toll  rates  are  sometimes  absorbed  into  exchange  rates ;  so 
that,  when  your  efifort  is  to  find  revenue  sufficient  to  keep  you 
going,  you  consider  at  the  same  time  all  your  sources  of 
revenue. 

Commissioner  Johnson:  I  asked  ]\Ir.  Bethell  to  state 
the  Pittsburgh  and  Philadelphia  rates. 

The  Witness  :  I  have  them  here,  in  a  more  condensed 
form,  I  think.  Take  first  the  residence  rates.  When  we 
changed  these  rates  recently,  we  reduced  the  individual  line 
residence  rate  in  Pittsburgh  from  $130  per  annum  to  %^7  per 
annum.  It  is  needless  to  say  that  there  was  little  or  no  busi- 
ness on  our  books  at  the  $130  rate.  That  rate,  which  is  %^7 
in  Pittsburgh,  is  $60  in  Philadelphia.  The  two-party  line  rate 
is  the  same  in  both  places  for  residence  service,  it  being  $48, 
\Mien  you  come  down  to  business  rates,  they  range  the  same, 
that  is,  600  messages  $48  until  you  reach  1500,  the  rate  for 
1500  messages  in  Pittsburgh  being  $84  as  against  %^7  in 
Philadelphia,  and  that  difference  continues  straight  through. 
You  run  then  into  another  rate  schedule  of  wholesale  rates, 
B  and  C.  I  will  be  very  glad  to  file  with  the  Commission  these 
sheets  containing  all  the  rates  charged  in  both  places. 

Commissioner  Johnson:  Those  will  facilitate  compari- 
son, will  they? 

The  \\'itness  :  Yes,  sir.  These  sheets  from  which  I  am 
reading  are  what  is  prepared  by  the  American  Telei)hone  & 
Telegraph  Company,  but  we  can  get  them  in  this  form,  or 
our  own  form,  or  in  any  form  desired. 

(To  be  filed  as  Exhibit  5-L.) 

(At  1  P.  ^I.  a  recess  was  taken  until  2.30  P.  M. ) 
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2.30  P.  M. 
Present : 

CoNfMissiONERS  WALLACE,  acting  Chairman,  Pexny- 

I'ACKER,   JOHNSOX,    P.RF.CHT    and   ToNE. 

L'ounsci  as  before. 


]"kank  n.  r.KTiii-i  r.,  resumed. 

Bv    COMMIS.SKJNEK    jullNSON: 

O.  Did  you  superintend  the  compilation  of  this  classi- 
fication of  the  cities  of  Pennsylvania  into  Classes  A,  B,  C,  D 
and  E? 

A.  Yes,  sir. 

Q.  When  was  this  classification  and  grouping  made? 

A.  Rate  Circular  ^o.  60  carries  date  October,  1909. 

Q.  About  five  years  ago? 

A.  Yes,  sir. 

O.  Have  any  changes  been  made  since  then  in  the 
classification  of  particular  cities?  Have  the}^  been  changed 
from  one  classification  to  another? 

A.  Yes.  sir,  they  have  been  changed,  both  as  a  whole 
and  in  part ;  that  is  to  say,  in  some  cases,  in  so  far  as  resi- 
dence rates  are  concerned,  they  have  been  changed,  while 
the  business  rates  have  stayed  in  their  original  classification. 

O.  Can  you  give  us  any  more  definite  idea  than  you 
did  in  the  previous  examination  as  to  the  consideration 
you  give  these  several  factors  that  you  do  consider  in  fixing 
the  class  into  which  you  put  a  city? 

A.  It  is  proper  to  say  that,  when  I  asked  the  then 
president  of  the  Company  and  the  Board  of  Directors  to 
approve  that  rate  circular,  I  had  them  put  the  discretion 
with  the  ofticers  as  to  when  the  rates  should  be  put  into 
eflfect.  The  resolution  read,  as  I  remember  it,  in  substance, 
that  these  rates  should  be  adopted  as  set  forth  in  the  cir- 
cular, at  the  discretion  of  the  president  or  vice-president. 
That  was  to  make  for  flexibility  and  ease  in  accomplishing 
what  we  had  set  out  to  accomplish.  The  change  in  the 
rates  was  more  or  less  revolutionarv,  in  that  the  immediate 
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effect  would  be  to  transfer  in  large  numbers  subscribers 
from  party  line  service  to  individual  line  service,  and  that 
necessarily  entailed  the  building  of  a  great  deal  of  plant, 
adding  to  the  property  in  these  exchanges,  so  that,  with 
that  discretion,  we  then  concentrated,  as  we  call  it.  We 
would  take  a  half  dozen  exchanges  and  put  a  man  of  ex- 
perience and  ability  in  plant,  and  one  with  experience  and 
ability  in  traffic,  and  one  thoroughly  familiar  with  com- 
mercial conditions,  into  these  points  where  we  had  concen- 
trated, and,  when  those  men  came  home  in  agreement  that 
the  plant  was  ready,  that  the  traffic  conditions  were  ready 
and  the  public  was  ready,  then  we  put  the  rates  on  there 
the  first  day  of  the  month  following,  and,  as  far  as  I  know, 
while  I  am  speaking  of  that,  no  complaint  has  ever  come 
to  us,  and  I  do  not  know  that  any  has  ever  come  here,  as 
to  these  classifications.  There  are  complaints,  possibly, 
as  to  whether  there  has  not  been  discrimination  as  between 
one  community  and  a  neighboring  community,  or  as  to 
whether  or  not  the  exchange  area  should  be  enlarged  so 
as  to  eliminate  a  toll,  and  things  of  that  sort;  but  I  have 
never  heard  of  a  community,  as  such,  complaining  about 
the  classification  that  was  finally  arrived  at,  though  I  know 
the  trade  bodies,  such  as  the  Chamber  of  Commerce  in 
Scranton,  took  the  matter  up  at  the  time  and  considered 
it  with  us  very  carefully,  to  see  that  the  proper  thing  was 
being  done. 

Q.  Does  this  classification  include  all  of  the  places 
you  serve? 

A.  The  sheets  you  have  there  are  supposed  to  cover 
every  exchange  operated  by  the  Bell  Telephone  system  in 
the  State  of  Pennsylvania.  I  did  not  check  them  back,  but 
that  is  what  we  asked  for. 

Mr.  Marye:     If  they  are  not  included  in  that,  it  was 
a  mistake,  an  oversight,  and  should  be  corrected. 
By  Commissioner  Johnson: — 

O.  The  lowest  rate  is  the  four-party  residence  rate,  is  it 
not  ? 

A.  Yes,  sir. 
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O.  Do  you  consider  that,  and  start  from  that,  as  a  basis 
from  which  you  build  up  to  other  rates? 

A.   No,  sir. 

Q.  Is  there  any  such  rate?  For  instance,  is  the  direct 
Hue  residential  rate  a  standard  from  which  you  work? 

A.  No,  sir. 

Q.  Is  any  one  of  these  rates,  in  a  sense,  a  standard  by 
which  you  scale  the  other  rates? 

A.  There  is  no  rate  there  which  is  a  rate  from  which 
other  rates  scale,  but  there  is  a  standard.  We  make  the  most 
careful  estimate  as  to  the  number  of  subscribers  that  we 
might  be  able  to  obtain  at  each  of  the  rates  named  in  the 
schedules.  With  that  information  at  hand,  we  can  readily 
arrive  at  the  average  earnings  per  telephone,  and  it  is  the 
average  earnings  per  telephone  that  we  strive  for.  We  know 
in  some  exchanges  that  50%  of  our  business  development 
will  be  on  individual  lines,  and  we  know  that,  in  other  ex- 
changes, it  will  be  ZQ%,  or  even  15%,  and  all  those  factors 
must  be  taken  into  consideration.  The  amount  of  rent  that  a 
man  pays  for  the  store  that  he  occupies,  whether  or  not  he 
keeps  open  nights,  what  he  can  expect  to  do  with  his  tele- 
phone when  he  gets  it — those  things  must  all  be  taken  into 
consideration  in  arriving  at  this  estimate  as  to  what  the  aver- 
age earnings  per  telephone  might  hope  to  be.  Then  we  must 
go  beyond  that  and  build  up  estimates  as  to  the  per  cent,  of 
extension  stations  that  might  be  installed,  at  the  rate  of  50 
cents  per  month ;  the  amount  of  extra  equipment  in  the  way 
of  private  branch  exchange  switchboards  and  extra  trunk 
lines,  and  also  toll  earnings,  if  you  please.  There  are  many 
things  that  must  go  into  the  calculation  to  find  that  average 
return. 

By  Commissioner  Tone: — 

O.  Is  that  average  return  per  station  applied  to  each 
locality  you  are  considering? 

A.  It  is  in  the  making  of  the  rate  studies,  yes,  sir,  but 
when  it  comes  to  finding  the  results  of  our  operations  from 
month  to  month,  the  State  is  divided  into  a  number  of  divi- 
sions :  there  is  the  Philadelphia  Division ;  the  Eastern  Divi- 
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sion.  wliich  includes  the  territory  contiguous  to  Philadelphia, 
but  outside  of  the  city  limits ;  there  is  the  so-called  Harris- 
burg"  Division,  which  includes  the  territory  of  the  old  Penn- 
sylvania Telephone  Company ;  there  is  the  Western  Divi- 
sion, which  includes  the  counties  in  the  northern  tier,  until  a 
few  years  ago  operated  by  the  New  York  &  Pennsylvania 
Telephone  Company,  a  company  that  operated  on  both  sides 
of  the  line,  in  the  two  States  ;  and  there  is  the  Central  Dis- 
trict territory,  in  the  Western  part  of  the  State,  divided  into 
the  Pittsburgh  area  and  the  Western  area  outside  of  Pitts- 
burgh;  and  I  attempt  on  mv  sailing  chart,  as  I  call  it,  to 
keep  very  close  approximate  figures  as  to  what  the  invest- 
ment is  in  each  of  these  divisions,  how  that  investment  varies, 
how  it  increases  from  month  to  month,  how  the  number  of 
stations  increases  from  month  to  month,  what  relation  one 
factor  has  to  the  other,  how  the  revenue  increases,  how  the 
expenses  increase  and  how  the  net  varies  up  or  down.  So  I 
have  in  those  seven  or  eight  divisions  practically  every  type 
of  territory  that  we  serve  and  every  type  of  community  that 
we  serve. 

Q.  Do  vou  ever  ha,ve  the  same  average  revenue  per  tele- 
phone for  each  class  of  city? 

A.  No,  sir,  that  would  be  impossible.  Take  two  message 
rate  cities,  with  exactly  the  same  rate  plan :  the  greater  den- 
sity of  traffic  in  the  one  as  compared  with  the  lesser  density 
of  traffic  in  the  other,  would  raise  the  average  rate  per  sta- 
tion considerably  in  the  one  over  the  other  where  the  traffic 
was  lower,  and  so  it  is  with  the  flat  rates;  the  character  of 
the  development,  based  upon  the  character  of  the  town,  will 
throw  that  figure  up  and  down. 

O.  The  average  in  the  different  towns  under  B  is  dif- 
ferent in  one  town  than  in  another? 

A.  The  average  in  towns  under  B  would  not  vary  very 
much,  once  this  rate  plan  is  absolutely  in,  when  all  the 
obsolete  rates,  discounted  rates,  are  eliminiated,  and  I  think 
they  practically  all  have  been  eliminated  now.  Anything 
under  B  would  show  very  slight  variations — that  is  also  true  of 
C,  D  and  E. 
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l!v  Commissioner  Johnson: — 

O.  Have  you  any  basis  for  establishing  mileage  rates? 
^'()u  liavc  spoken  from  time  to  time  of  traffic  studies;  have 
any  studies  been  made— 

A.  On  extra  line  mileage,  on  lines  connecting  stations 
Ijcyond  an  exchange  area? 

O.  Yes. 

A.  That  is  averaged,  too,  in  a  way,  Mr.  Commissioner. 
W'c  might  run  this  line  carryin'g  extra  mileage  on  a  pole 
line  with  a  number  of  ten-pin  crossarms,  w^here  there  is, 
comparatively  speaking,  little  additional  expense  in  running 
a  pair  of  wires  out  into  the  country  to  serve  a  subscriber 
out  there;  but,  if  he  is  down  a  lane  a  mile  and  a  half  or 
two  miles,  and  poles  must  be  set  and  wires  strung,  of  course 
the  investment  is  much  higher.  But  the  rate  charged  is 
the  same.  I  have  never  attempted  to  segregate  the  invest- 
ment covering  that  particular  service,  because  I  think  it 
would  l)e  next  to  impossible. 

Q.  Some  of  your  rates  are  those  to  an  exchange,  with 
a  mileage  rate  beyond? 

A.  Yes,  sir. 

Q.  I  assume  that  you  must  have  some  basis  for  deter- 
mining the  proper  mileage  to  charge? 

A.  There  is  no  basis,  beyond  fixing  a  rate  that  will 
bring  the  business — that  is  about  all,  in  so  far  as  that  par- 
ticular revenue  is  concerned — and  enhancing  the  value  of 
the  service  to  the  subscribers  within  the  exchange  area. 
That  particular  investment,  that  particular  revenue  and  that 
particular  expense,  as  compared  to  the  whole,  are  insignifi- 
cant. As  we  expand  and  develop,  and  the  exchange  areas 
become  closer  together — so  that,  in  fact,  you  practically 
can  step  from  one  into  another — that  mileage  disappears, 
and  it  has  been  disappearing  very  rapidly  in  recent  years. 

Q.  Is  it  your  policy  to  make  the  revenues  obtained  in 
large  centers  of  population  sufficiently  high  to  enable  you 
to  carry  the  service  of  unprofitable,  or  temporarily  un- 
profitable, territory? 

A.  We  have  never  deliberately  attempted  to  do  any  such 
thing.     Our   expense  per   telephone   is   higher   in   the  larger 
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centers  than  in  the  smaller,  but  it  is  absolutely  essential  to 
the  large  cities  that  the  smaller  cities  and  the  towns  and  the 
villages  and  the  farms  be  developed,  because,  after  all.  it  is 
one  system,  one  fabric  of  wires  and  poles  and  telephones  and 
switchboards. 

Bv  Co^tMissiONER  Pennypacker: — 

O.  But,  if  not  done  deliberately,  practically  that  is  the 
result,  is  it  not,  that  the  charges  are  sufficiently  high  in  the 
large  communities  to  make  it  worth  your  while  to  extend  the 
service  to  smaller  communities? 

A.  No.  sir.  The  per  cent,  of  earnings  to  investment  is 
somewhat  higher  in  Philadelphia  than  it  is  in  the  smaller  com- 
munities, and  it  is  higher  in  Pittsburgh,  but,  if  we  had  nothing 
but  Pittsburgh  and  Philadelphia,  I  should  not  feel  that  the 
earninjis  in  those  towns  were  higher  than  they  should  be. 
The  value  of  the  service  comes  in  in  that  connection.  The 
value  of  the  service  to  the  merchants  in  Pliiladelphia  and 
Pittsburgh  can  hardly  be  measured  in  dollars  and  cents.  Were 
we  at  liberty  without  question  to  treble  the  rates  in  those 
towns,  there  is  a  tremendous  amount  of  business  that  would 
stick  with  us,  because  they  could  not  get  along  without  it, 
while  such  a  step  would  close  up  our  exchanges  in  many  of 
the  smaller  places. 

By  Commissioner  Tone: — 

Q.  Have  you  ever  taken  the  rates  given  in  this  schedule, 
or  proposed  schedule,  and  applied  them  to  the  number  of 
exchange  stations  which  you  have  of  the  various  classes,  as 
divided  among  A,  B,  C,  D  and  E,  and  among  business  and 
multi-party  lines,  and  ascertained  what  sum  it  would  produce 
as  compared  to  the  sum  which  Mr.  Trax  gave  as  the  revenue 
from  exchange  stations? 

A.  This  schedule  we  are  discussing  is  in  effect  now,  and 
I  think  it  would  be  identical  with  the  result  found  by  Mr. 
Trax. 

O.  I  thought  you  said  when  it  all  became  in  effect,  there 
would  be  certain  results? 
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A.  Tlii.s  was  made  in  1909.  some  five  years  ago,  and  it 
was  lo  he  put  into  effect  from  time  to  time  as  we  were  pre- 
pared to  ])Ut  it  in.  Are  there  any  exchang-es  in  this  State 
now,  Mr.  Trax.  that  have  not  as  yet  been  brought  into  this 
schedule  ? 

Mr.  Trax  :     There  are  a  few  in  the  western  part  of  the 

State. 

The  Witness:  \'erv  few  and  very  small.  It  would  not 
affect  the  revenues  materially  either  way. 

By  Commissioner  Tone: — 

O.  It  is  not  in  effect,  as  far  as  the  message  rate  is  con- 
cerned, in  either  of  the  large  cities,  is  it,  in  its  entirety? 

A.  Yes,  sir.  it  is  in  effect  in  its  entirety  in  Philadelphia. 
It  is  in  effect  in  its  entirety  in  Pittsburgh  except  as  to  some 
1400  stations  out  of  a  total  of  72.000.  We  have  not  been 
quoting  an  unlimited  service  rate  either  in  Philadelphia  or 
Pittsburgh  for  a  number  of  years,  and  last  October  we  elimi- 
nated those  then  existing  in  Philadelphia,  and  attempted  to 
do  the  same  thing  in  Pittsburgh,  but,  when  we  had  about  half 
finished  the  job,  reduced  the  number  from  some  2700  to  about 
1400,  we  were  enjoined  by  the  Courts,  and  naturally  those 
1400  people  are  enjoying  service  at  a  rate  that  is  full  of 
discrimination. 

By  Mr.  M.arve:— 

O.  Otherwise  the  State  of  Pennsylvania  was  operating 
under  this  schedule,  in  the  exhibit  that  you  file,  from  which 
the  revenue  was  derived  that  Mr.  Trax  set  up  in  his  exhibits? 

A.  Yes,  sir. 

By  Commissioner  Johnson: — 

Q.  Do  you  have  charge  of  making  contracts  with  hotels 
and  apartment  houses? 

A.  That  authority  is  delegated  to  the  Commercial  De- 
partment, under  direction  of  the  Board  of  Directors. 

Q.  Do  you  have  standard  forms  for  those  contracts? 

A.  \es,  sir;  we  have  a  standard  form  of  contract  cover- 
ing the  different  services  furnished.    When  the  old  companies. 
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Bell  companies  operating  in  the  State,  were  consolidated  into 
one  company,  v,e  found  as  many  different  sets  of  contract 
forms.  Those  forms  were  discontinued  and  a  new  form  pre- 
pared in  the  departments,  and  finally  approved  by  the  Board 
of  Directors,  which  was  adopted  and  is  now  in  use  and  doubt- 
less will  be  filed  here,  if  it  is  not  already. 

O.   So  you  now  have  one  standard  form  for  hotels? 

A.  Yes,  sir,  we  have  one  form  of  contract  that  will  cover 
not  only  hotels  but  everything  else,  practically,  that  we  fur- 
nish. I  originated  the  form,  but  it  is  a  good  many  years  ago. 
Mr.  Trax  has  been  working  with  it  since. 

^Ir.  Swayze  :  At  the  proper  time  this  afternoon  we  will 
put  the  contracts  in  through  Mr.  Trax. 

By  Mr.  Marye:— 

O.  In  answer  to  a  question,  1  think  from  Governor  Penny- 
packer,  in  connection  with  the  earnings  in  larger  cities  as  com- 
pared with  earnings  and  rates  in  smaller  communities,  you  said 
that  you  had  never  deliberately  fixed  your  rates  in  the  larger 
cities  so  as  to  have  enough  revenue  to  help  support  the  out- 
lying rural,  or  thin  territory.  You  said  you  had  never  done 
that  deliberately.  Will  you  kindly  give  us  your  thought  in 
that  connection,  as  to  whether  or  not  the  larger  cities  and  con- 
gested centers  should  reasonably  contribute  to  the  support  of 
the  telephone  institution  in  the  less  populous  portions  of  the 
State? 

A.  I  do  not  think  there  is  any  doubt  of  it,  for  the  reason 
that  the  Post  Office  in  New  York  City,  to  illustrate,  is  possibly 
the  most  profitable  institution  in  New  York  City — the  earnings 
there  are  enormous — but  the  Department  reports  a  deficit 
every  year  covering  its  operations  as  a  whole.  The  service 
must  be  extended,  because  that  is  its  merit,  that  is  its  value, 
and  the  revenue  must  come  from  sources  where  it  can  be  found 
without  becoming  burdensome. 

O.  Without  the  outlying  post  offices  in  the  scattered  por- 
tions of  the  United  States,  would  the  Post  Office  in  New  York 
City  be  as  profitable? 

A.  I  think  it  would  go  out  of  business. 
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(  ).  And  tliat  principle  applies  to  the  telephone  institution 
also  ? 

\.    I'recisely  llie  same. 

]iv  Commissioner  Johnson: — 

O.  J  infer  from  your  answer  that,  if  you  served  only 
small  coniiuunities,  your  rates  in  small  communities  would 
have  t()  he  hic^her  than  they  are  at  present? 

A.  'rhe\-  would  have  to  he  so  high  that  the  service  would 
Hot  he  devel()i)ed. 

().  That  would  indicate  that  these  rural  or  local  telephone 
c()m])anies  would  have  very  threat  difificulty  in  competing  with 
a  conipanv  like  yours,  which  serves  hoth  large  cities  and  small 
communities,  would  it  not? 

A.  Those  local  companies  operating  rural  lines  and  lines 
in  very  small  communities — those  that  have  not  been  asso- 
ciated with  us  in  any  way — have  in  practicallv  every  instance 
been  comjielled  to  fall  back  on  us  for  support  and  help  in  time 
of  stress. 

O.   I'or  connection  ? 

A.  Xot  only  connection,  but  financial  assistance.  A\'e  have 
in  this  State,  within  the  past  two  years,  taken  over  I  suppose 
a  dozen  or  more  of  the  little  companies  that  had  reached  the 
point  where  they  could  not  go  any  farther.  The  lines  were 
falling  down,  a  dangerous  condition  was  being  created,  the 
public  was  not  being  properly  served,  and,  to  protect  our  own 
service  in  TTarrisburg  and  the  larger  centers,  we  have  been 
compelled  to  go  out  and  liuy  up  these  little  properties  and 
restore  them. 

Q.  Do  you  adjust  your  rates  in  any  localities  with  refer- 
ence to  actual  or  possible  competition  by  local  companies? 

A.  We  have  been  compelled  to,  in  exchanges  wdiere  our 
investment  has  been  made.  It  could  not  be  taken  out  of  the 
town,  and  we  have  been  compelled,  when  competition  has  come 
Ml.  to  meet  these  reductions  in  order  to  live,  in  order  to  keep 
our  system  on  the  earth,  and  Pennsylvania  has  been  a  fruitful 
tield  for  the  exploitation  of  that  competitive  construction. 
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O.  Have  any  of  these  local  companies,  or  have  many  of 
these  local  companies,  that  have  given  3'ou  troublesome  com- 
petition, been  successful? 

A.  The  great  majority  of  them  have  failed  and  have  been 
sold  out.  I  heard  a  man  that  had  been  an  officer,  an  auditor, 
of  one  of  the  companies — the  American  Union  Company — 
testify  in  Philadelphia  that  Pennsylvania  was  filled  with 
farmers  and  others,  school  teachers  and  preachers,  who  had 
been  induced  to  buy  bonds  of  some  of  these  independent  com- 
panies, that  became  absolutely  w  orthless,  and  that  every  dollar 
put  into  them  had  been  wasted,  been  lost. 

Q.  Although  you  may  find  the  competition  of  these  local 
companies  sometimes  expensive,  in  that  they  compel  you  to 
reduce  rates  locally,  are  they  not,  in  reality,  an  advantage  to 
The  Bell  Telephone  Company,  in  that  they  start  the  telephone 
business  in  localities  in  which  you  would  find  it  unprofitable  to 
start  the  business  yourselves? 

A.  I  have  never  known  a  competitive  company  to  go  into  a 
territory  in  v.hich  we  found  it  unprofitable.  It  would  hardly 
]>e  a  competing  company.  Rural  companies  have  been  organ- 
ized to  take  up  some  of  this  very  thin  territory  and  develop  it, 
and  they  have  been  able  to  do  it  in  a  way  that  we  could  not 
do  it  at  the  outset,  because,  in  the  first  place,  they  had  no  right- 
of-way  difficulties — they  owned  the  rights-of-way  themselves, 
practically.  When  they  had  nothing  better  to  do,  they  would 
go  out  in  the  woods  and  cut  down  some  poles  and  haul  them 
out  and  stick  them  in,  and  then  we,  without  any  charge  to  them, 
woidd  seufl'  a  competent  construction  man  out  with  them,  to 
snow  them  bow  and  to  help  them  put  tlie  wires  on  the  poles 
and  install  the  telephones  and  keep  them  going,  and,  once 
having  established  them  in  that  way,  it  has  been  our  practice 
to  send  inspectors  over  the  lines  at  least  once  a  year,  to  see  how 
thcv  are  coming  out.     Tliat  is  to  ])rotcct  our  own  service. 

Q.  And  from  now  on  it  would  be  your  policy  to  enter  into 
traffic  agreements  with  these  local  companies? 

A.  Very  glad  to,  if  it  is  a  reliable  set  of  men,  disposed  to 
build  their  plants  properly  and  serve  the  public  properly.  That 
is  the  chief  point. 
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Q.  Do  you  think  it  will  be  ultimately  necessary  or  desir- 
able for  The  I>cll  Telephone  Company  to  absorb  all  these  local 
companies  and  unify  the  entire  system  of  telephone  service? 

A.  It  has  proven  so  all  over  the  country.  These  companies 
let  their  lines  fall  down.  I  call  to  mind  one  case  in  ^Maryland 
where  thev  had  67  subscribers  connected  with  our  exchange, 
I  think  at  Poolesville,  or  some  place  in  that  neighborhood.  One 
(lav  the  manager,  or  president,  came  in  and  said  the  directors 
had  met  and  decided  that  they  would  sell  that  line — some  sev- 
eral miles,  with  the  67  subscribers — for  five  dollars,  and  wanted 
to  know  if  we  would  take  it.  We  had  to  take  it  for  five  dollars  ; 
but.  after  having  secured  it.  we  were  compelled  to  rebuild  it 
entirely,  not  only  put  in  new  poles  and  new  wires,  but  new 
telephones,  to  furnish  service  there,  where  there  had  been  no 
service.  That  has  happened  all  over  the  land.  We  find  a  little 
system,  a  mutual  company,  or  one  wdiere  the  subscriber  has 
been  told  "You  go  find  your  telephone  and  bring  it  out  here 
and  hook  it  on  this  line" — that  is  one  of  the  requirements — and 
we  find  a  dozen  different  types  of  telephones  on  one  line,  pos- 
sibly, and  all  sorts  of  difficulties  arising  from  that  situation. 
Remember,  the  telephone  is  the  most  delicate  instrument  that 
the  public  is  permitted  to  handle.  There  is  nothing  that  anyone 
can  pick  up  quite  so  delicate  in  its  construction  and  its  mech- 
anism as  the  telephone.  So  we  feel  that  one  policy,  and  one 
system,  and  one  set  of  standards,  is  absolutely  essential  to  the 
proper  development  and  proper  maintenance  of  the  telephone 
service  of  this  country. 

By  Commissioner  Brecht: — 

O.  There  were  contracts  entered  into  with  subscribers 
])rior  to  1909,  which  are  still  in  efifect? 

A.  Yes,  sir. 

O.  Are  the  rates  in  those  contracts  the  same  as  in  the 
schedule? 

A.  Xo.  sir.  Notably  in  Pittsburgh,  several  hundred  of 
the  old  unlimited  contracts  for  business  service  are  in  existence. 

O.  What  proportion  of  the  old  contracts  are  still  in 
existence? 

A.  A  very  small  fraction  of  \%. 
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O.  As  a  rule,  are  the  rates  lower  or  higher  in  this  scale 
than  under  the  old  contracts? 

A.  The  average  was  higher  under  the  old  contracts,  con- 
siderably higher. 

By  ]\Ir.  Marve: — 

O.  A\'hen  you  put  the  new  contract  into  effect  in  Pitts- 
burgh in  !\Iarch.  1911.  was  the  immediate  effect  of  that  to 
increase  or  decrease  your  revenue  in  Pittsburgh? 

A.  The  eft'ect  of  it — not  the  immediate  eft'ect,  but  within 
two  years — was  to  increase  the  number  of  telephones  from 
about  58,000  or  59.000  to  about  72,000.  and  to  bring  down 
materially  the  average  earnings  per  telephone.  I  remember 
that  the  minimum  rate  was  $55  for  600  messages.  We  cut 
that  to  $48.  In  addition  to  the  $55  there  was  an  extra 
charge  of  $6  a  year  for  the  desk  stand  set,  which  is  the 
popular  type  of  telephone,  so.  to  a  great  many  users,  that 
rate  was  reduced  from  $61  to  $48,  and  there  were  a  great 
many  at  that  rate. 

O.  That  other  class — I  think  possibly  the  class  to  which 
Mr.  Commissioner  Brecht  referred,  of  whom  there  were 
about  2.700,  I  think — you  said  were  business  subscribers 
in  Pittsburgh  that  were  receiving  service  under  old  flat  rate 
contracts? 

A.  Yes,  sir. 

O.  And  the  radical  change  as  to  those  particular  2,700 
out  of  72,000  was  to  cancel,  or  to  attempt  to  cancel,  their 
flat  rate  contracts  and  put  them  on  a  measured  rate  basis? 

A.  Which,  in  a  great  many  cases — a  majority  of  cases 
— would  have  increased  their  charges  for  telephone  service. 

By  Commissioner  Brecht: — 

O.  AVere  there  not  some  cases  where  the  old  contracts 
called  for  lower  rates? 

A.  Not  that  I  recall,  except  in  such  cases  as  the  man 
who  had  had  an  unlimited  service  contract. 

O.  I  am  speaking  now  of  the  unlimited  service. 

A.  Yes,  sir,  they  paid  $125  a  year  for  a  service  that, 
in   some   instances,   was   costing   the   Telephone    Company 
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a  .^rcat  <lcal  more  tlian  that,  to  furnish  the  service.  In 
(iiir  I'.ahiniorc  rate  case,  which  extended  over  a  periorl  of 
some  fourteen  months,  some  independent  engineers  em- 
ployed by  the  Commission — we  had  nothing-  to  do  with  it — 
analyzed  one  particular  service,  furnished  one  particular 
subscriber,  for  which  that  subscriber  paid  us  $125  a  year, 
and  the  findings  of  those  engineers  were  that  it  was  costing 
the  Tele])hone  Company  $1,500  to  supply  that  man  with 
that  ser\icc.  We  were  operating  at  a  profit  in  Baltimore, 
so,  necessarily,  the  difference  between  $125  and  $1,500  was 
made  up  to  us  by  some  other  subscriber,  or  group  of  sub- 
scribers. 

Bv  Mr.  Marve: — 

Q.  In  other  words,  that  must  have  been  a  very  large 
business? 

A.  The  telephone  was  not  listed.  He  had  a  message 
rate  line  listed,  and  that  he  used,  or  had  the  public  use,  to 
call  him  up.  That  number  was  in  the  telephone  book.  He 
had  a  man  sitting  at  a  counter  at  this  unlisted  telephone, 
whose  business  it  was  all  day  long  to  call  up  retailers  in 
his  particular  line  of  business — and  there  were  a  great  many 
of  them  in  Baltimore — and  take  their  orders  over  the  tele- 
phone. It  was  a  daily  routine,  so  that  that  telephone  was 
going  just  as  fast  as  this  man  could  keep  it  going. 

O.  This  was  the  flat  rate  tlephone? 

A.  Yes,  and  naturally  that  man  was  using  the  telephone 
uver  100.000  times  a  year;  and  those  extreme  cases  were 
found  in  Philadelphia,  and  they  exist  in  Pittsburgh  to-day. 

Bv  .Mr.  French  : — 

O.  At  the  beginning  of  your  testimony  you  stated,  I  be- 
lieve, that  you  were  vice-president  of  the  New  York  Tele- 
phone Company,  president  of  the  Bell  Company  of  Pennsyl- 
vania, president  of  the  Chesapeake  &  Potomac  Company  of 
New  York,  president  of  the  Chesapeake  &  Potomac  Com- 
pany of  Baltimore  City  and  president  of  the  Chesapeake  & 
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Potomac  Company  of  A^irginia.  Do  you  get  a  salary  from  all 
those  companies  ? 

A.  Yes,  of  course  I  do. 

Q.  You  get  a  salary  from  each  separate  company? 

A.  Yes. 

O.  \'ou  stated,  I  believe,  that  you  were  not  connected 
in  any  official  capacity  with  the  American  Telephone  and 
Telegraph  Company.  You  have  a  brother,  have  you  hot, 
who  is  vice-president  of  the  American  Telephone  and  Tele- 
graph Company? 

A.  Mr.  U.  N.  Bethell  is  my  brother  and  is  senior  vice- 
president  of  the  American  Telephone  and  Telegraph  Com- 
pany. 

O.  Do  you  ever  consult  with  the  officials  of  the  American 
Telephone  and  Telegraph  Company  with  regard  to  rates  in 
the  State  of  Pennsylvania. 

A.  I  have  consulted  with  the  officers  and  experts  of  the 
American  Telephone  and  Telegraph  Company  on  the  subject 
of  rates,  and  on  every  other  subject  that  pertains  to  this 
business,  not  only  once  but  frequently — constantly. 

O.  You  are  in  constant  consultation  with  the  American 
Telephone  and  Telegraph  Company,  and  they  aid  you  to  fix 
}our  rates  here,  I  suppose. 

A.  Yes,  sir. 

O.  The  officers  of  the  American  Telephone  and  Tele- 
graph Company  have  the  fixing  of  rates  also,  I  suppose — 
perform  a  like  service — for  the  Bell  companies  in  different 
parts  of  this  country? 

A.  I  did  not  say  they  had  the  fixing  of  rates. 

O.  What  did  you  say? 

A.  I  said  I  advised  v.ith  them  as  to  what  the  rates  should 
be.  but  the  rates  are  fixed  by  the  Boards  of  Directors  of  the 
companies  by  which  the  rates  are  to  be  applied. 

Q.  You  generally  take  that  advice,  though,  do  you  not? 

A.  I  do  not  always  take  it.  Sometimes  they  take  advice 
from  me. 

O.  You  read  from  an  exhibit  this  morning  purporting 
to    show   the   state   of   telephonic   communication    in    foreign 
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couMlric-.     Was  thai  prepared  by  The  Bell  Telephone  Com- 
pany of  Pennsylvania  ? 

A.  X(),  sir. 

O.   \\\  whom  was  that  exhibit  prepared? 

A.  it  was  prepared  by  the  American  Telephone  and 
Telegraph  Company. 

O.  The  American  Telephone  and  Telegraph  Company 
prepare  numerous  exhibits,  do  they  not,  of  similar  character, 
for  use  by  associated  companies? 

.v.  1  suppose  they  become  exhibits  when  they  are  tiled  in 
a  rate  case.  This  particular  paper  to  which  you  refer  has  not 
been  filed.     It  is  data  and  information  compiled  by — 

O.  In  other  words,  the  relationship  betw'een  The  Bell 
Telephone  Company  of  Pennsylvania  and  the  American  Tele- 
phone and  Telegraph  Company  is  as  intimate  as  it  can  pos- 
sibly be? 

A.  Just  as  intimate  as  I  can  possibly  make  it. 

Q.  You  stated,  in  your  discussion  of  Exhibit  5-1,  that  the 
jirice  of  copper  w'ire  in  1906  was  20  to  25  cents  a  pound.  Was 
that  an  ordinary  price  of  copper? 

A.  I  said  1906;  that  price  was  in  1904,  1905  and  possibly 
1906.  It  was  back  in  that  period,  anyhow.  It  was  a  very  high 
price  for  copper  wire. 

O.  What  would  you  sav  was  the  average  price  from  1891 
down  to  1913? 

A.  In  what  year  was  hard  drawn  copper  wire  perfected? 
In  what  year  did  it  begin? 

O.  You  probably  began  to  use  it  around  the  early  90's,  at 
least  largely.  I  imagine? 

A.  It  would  merely  be  a  gues.s.  if  I  testified  to  the  aver- 
age. 

O.  W  as  not  that  an  extraordinary  price  to  put  in? 

A.  25  cents  is  a  very  high  price  for  copper. 

O.  Is  it  not  true  that  the  average  from  1893  down  to  the 
present  date  is  something  like  13  cents  a  pound,  not  25? 

\.   I  should  not  say  the  average  was  as  low  as  13  ;  I  should 
-ay  nearer  16  or  17.     You  may  have  the  authority. 

Mr.  Marve:  I  will  give  you  the  exact  data,  if  you 
want  it. 

Mr.  French  :     T  have  it,  thank  you.  ' 
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By  Mr.  French  : — 

O.  I  understand  that  your  statement  of  the  poHcy  of  The 
Bell  Telephone  Company  is  to  make  the  larger  communities, 
such  as  Pittsburgh  and  Philadelphia,  bear  a  larger  share  of 
the  telephone  expense  than  is  borne  by  the  small  communities, 
and  that  you  base  this  policy  upon  the  fact  that  larger  com- 
munities should,  on  account  of  the  value  of  telephone  service 
in  those  communities,  pay  a  higher  rate ;  is  that  your  idea  ? 

A.  It  is  a  natural  result  of  a  proper  telephone  develop- 
ment. If  it  is  the  policy — and  I  am  willing  to  concede  it — it 
is  a  policy  that  is  natural,  tliat  we  could  not  avoid  if  we 
wanted  to. 

O.  Mr.  Sylvan  in  his  testimony  mentioned  a  place — I 
think  it  was  called  Moosic — which  was  the  only  place  he  men- 
tioned in  which  the  Telephone  Company  actually  lost  money. 
On  what  theory  do  you  justify  the  payment  of  high  telephone 
charges  in  Philadelphia  and  Pittsburgh,  to  support  an  ex- 
change at  Moosic? 

A.  I  venture  to  say  that,  if  ]^Ioosic  dropped  out  of  sight. 
neither  Pittsburgh  nor  Philadelphia  would  feel  it  in  the  rates 
they  pay  for  telephone  service ;  but,  if  you  take  all  the  floosies 
and  all  the  other  towns  in  the  State  and  take  the  telephone 
service  away  from  them,  then  the  value  of  the  telephone 
service  in  Philadelphia  and  Pittsburgh  would  be  greatlv  im- 
paired. 

O.  When  Philadelphia  and  Pittsburgh  talk  to  those  toll 
line  places,  do  they  not  pay  an  extra  toll  anyway? 

A.  Naturally. 

O.  Then  should  not  the  people  who  actually  have  the 
advantage  of  talking  to  those  places,  v>diich  they  want  to  talk 
to — should  not  they  pay  the  charge,  and  not  the  people  who 
only  use  the  local  service? 

A.  That  thing  sounds  logical,  but  the  man  in  Moosic 
might  talk  to  the  man  in  Stroudsburg,  if  that  is  the  nearest 
point;  he  might  buy  his  reaper  there;  the  man  in  Stroudsburg 
might,  in  turn,  call  Scranton  on  the  same  business,  and  the 
man  in  Scranton  will  call  Philadelphia  or  Pittsburgh,  so.  both 
directly  and  indirectly,  these  places  are  all  dependent  one  on 
another. 
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g.  Vou  put  the  test  of  the  rate  on  the  ability  to  serve 
without  giving-  the  service;  is  not  that  exactly  the  point,  that 
you  charge  for  the  ability  to  reach  a  certain  place?  Now  if 
I  am  going  along  the  street,  I  am  able  to  go  in  and  buy  cloth- 
ing in  a  store,  but  that  store  cannot  charge  me  for  the  clothing 
unless  I  go  in  there  and  g-et  it.  Now  if  I  do  not  choose  to  use 
the  telephone  service  from  Pittsburgh  to  Moosic,  why  should 
I  support  Moosic  ? 

A.  If  you  do  not  use  the  service  between — 

Q.  Pittsburgh  and  Moosic,  why  should  I  pay  the  telephone 
charge? 

A.  I  cannot  make  that  much  clearer  than  I  have  just  made 
it.  You  are  not  helping  to  pay  for  much  in  Moosic,  but,  if 
this  telephone  system  is  to  be  developed  adequately  and  prop- 
erly, and  if  Moosic  cannot  be  made  to  stand  on  its  own  bot- 
tom, then  Pittsburgh  must  contribute  something  toward  its 
upkeep.  That  is  the  very  essence  of  the  State-wide  theory, 
upon  which  the  telephone  service  has  been  made  possible  in 
this  country. 

O.  A  great  many  of  the  charges  have  been  based  not  only 
on  the  State-wide  principle,  but  on  the  country-wide  principle, 
have  they  not  ? 

A.  To  a  certain  extent.  I  take  it  that  the  whole  State  of 
Delaware  is  more  important  to  the  city  of  Philadelphia  than 
is  Westmoreland  County  in  Pennsylvania,  and  everybody 
knows,  who  knows  anything  about  Pittsbur'^h,  that  there  is  a 
section  of  Ohio  and  a  section  of  West  Virginia  that  are  tribu- 
tary to  Pittsburgh  and  not  to  Cincinnati,  or  other  parts  of  Ohio 
or  West  Virginia  to  the  same  extent. 

O.  Are  there  not  numerous  places  throughout  the  country 
— for  instance,  Los  Angeles — where  the  Telephone  Company 
is  making  much  less  money  than  it  is  at  other  points,  such  as 
Pittsburgh,  Philadelphia  and  New  York? 

A.  I  regret  to  say  that  in  Los  Angeles  the  Commission 
and  those  in  authority  have  agreed  absolutely  that  the  two  tele- 
phone companies  there  are  losing  money;  but,  as  one  council- 
man pointed  out,  everybody  else  in  town  was  losing  money, 
so  why  should  the  telephone  companies  be  relieved  of  their 
loss? 
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O.  In  other  words,  the  policy  of  the  Telephone  Company 
has  been,  as  you  say,  to  get  as  much  as  the  traffic  could  bear  ? 

A.  I  did  not  say  that.     I  beg-  your  pardon. 

Q.  You  said  that.  I  thoug-ht,  adding  "Without  hurting  the 
traffi?'  ? 

A.  I  was  very  careful  not  to  use  that  expression.  I  said 
nothing-  of  the  kind. 

Q.  \\\\\  you  state  what  you  did  say? 

A.  I  said  "What  the  traffic  will  bear"  not  "As  much  as  the 
traffic  will  bear." 

O.  And  I  think  you  added  "Without  injuring  the  traffic"? 

A.  "Without  hurting."  I  did  not  say  anything  about  the 
traffic.     I   said   "without  hurting." 

O.  Is  it  not  true  in  the  telephone  business,  as  it  is  in  any 
other  business,  that  the  reduction  of  the  charges  brings  about 
a  greater  volume  of  business  ? 

A.  Yes,  sir. 

O.  Is  it  not  true  that  measured  rate  service  reduces  the 
volume  of  calls? 

A.  It  reduces  the  number  of  calls  per  line,  but  that  is  not 
Ijecause  there  is  less  traffic  ;  it  is  because  there  are  more  lines. 

O.  If  you  put  in  the  measured  rate  service  at  Scranton, 

Pennsylvania,  would  not  your  total  number  of  calls  be  reduced? 

A.  As  it  has  been  pointed  out  here,  there  are  a  great  many 

frivolous  and  unnecessary  calls  over  the  telephone,  and  they 

would  naturally  disappear.    They  ought  to. 

O.  In  regard  to  extra  appliances,  I  understood,  from  your 
answer  to  the  questions  of  Commissioner  Johnson,  that  you  had 
no  real  basis  for  making  such  charges  at  all ;  that  that  was  also 
on  the  principle  of  what  the  people  were  willing  to  pay  for  the 
appliances  ;  is  that  correct  ? 

A.  I  do  not  recall  it,  but  I  will  tell  you  what  has  been  the 
controlling  thing  with  me  in  fixing  rates  for  private  branch 
exchange  switchboards:  it  was  the  effect  it  might  have  on 
future  development.  A  switchboard  with  a  twenty-line  capacity 
is  put  in  service  for  the  same  rate  as  a  switchboard  of  a  hun- 
dred-line capacity.  The  switchboard  of  a  hundred-line  capacity 
would  cost  twenty  times  as  much  to  construct  and  put  into 
■    service  as  one  with  ten  lines.    But  when  you  put  in  a  telephone 
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installation  for  the  subscriber,  with  eight  stations  on  the  prem- 
ises and  two  lines  to  the  central  office,  and  his  switchboard 
equipment  is  all  in  use,  within  a  month  or  two  his  business 
expands  and  he  wants  two  more  telephones,  or  he  wants 
another  line  to  the  central  office — the  volume  of  traffic  requires 
it :  now  if  we  must  take  out  the  switchboard  and  put  in  a 
larger  one  and,  at  the  same  time,  raise  his  rate  when  he  has 
that  done,  he  will  hesitate  before  he  does  it,  and,  therefore, 
while  he  is  hesitating,  there  is  congestion  in  the  traffic,  there  is 
an  under-development,  and  so  it  goes  from  one  step  to  another 
So,  in  order  to  free  the  system  of  that  congestion,  we  treat  a 
private  branch  exchange  installation,  in  so  far  as  the  switch- 
board is  concerned,  about  as  we  treat  the  installation  of  a 
switchboard  in  one  of  our  own  central  offices.  There  must  be 
flexibility  there.  There  must  be  a  possibility  of  increasing  the 
number  of  lines  and  the  number  of  telephones,  so  that  there 
will  not  be  even  a  temporary  congestion  in  the  service.  Of 
course,  when  you  are  considering  the  service,  first,  last  and  all 
the  time,  as  we  do,  you  cannot  stop  to  consider  very  carefully 
whether  you  are  going  to  lose  money  on  this  switchboard  and 
make  a  little  on  that.  That  is  not  doing  things  in  the  proper 
way. 

O.  The  charge,  I  believe,  for  extension  stations  is  $6  a 
year.  That  station,  I  believe,  does  not  cost  as  much  as  $3 ; 
what,  then,  is  your  charge  of  $6  based  upon? 

A.  I  do  not  concede  that  the  station  costs  $3.  I  would 
say,  in  that  connection,  that  when  you  have  done  your  experi- 
menting and  your  engineering  and  made  all  of  the  tests 
necessary,  and  drawn  up  your  specifications  and  your  plans — 
of  cour.^e.  that  is  not  without  expense — then  you  turn  all  that 
over  to  the  shop,  and  the  shop,  with  all  of  that  work  done 
for  it  and  the  specifications  on  the  bench,  will  make  telephones 
for  some  such  figures  as  you  name.  Then  that  telephone  is 
lirought  out  and  put  into  service.  The  man  pays  $6  a  year 
for  it.  Now  experience  teaches  that  the  average  length  of 
life  of  one  of  those  telephones,  in  a  given  location,  is  some- 
thing less  than  three  years.  To  remove  that  telephone  from 
one  location  to  another  costs  about  as  much  as  we  get  out  of 
it  fnr  a  venr'^  -ervice.     So,  as  a  matter  of  fact,  as  has  been 
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demonstrated  repeatedly,  not  only  in  this  jurisdiction  but 
everywhere  else,  the  $6  rate  for  an  extension  station  is  not 
adequate  to  cover  the  cost  of  the  service  that  goes  with  it. 

Q.  Do  you  mean  to  say  that  you  are  charging  ?6  a  year 
for  extension  service,  and  that  you  lose  money,  or  do  not 
make  a  fair  profit,  on  your  extensions? 

A.  I  did  not  say  that.  I  said  considering  the  station 
alone  that  is  so,  but  when  you  consider  that  that  station  helps 
to  develop  traffic,  and,  therefore,  put  messages  through  the 
central  office,  from  which  we  secure  a  revenue,  it  is  support- 
ing and  it  is  very  helpful  in  the  general  development. 

O.  But  that  is  only  because  it  induces  messages,  not  that 
it  pays  for  itself  ? 

A.  Let  me  point  you  to  a  concrete  example.  Up  in 
Buffalo,  New  York,  where  the  Federal  Telephone  Company 
furnishes  service  at  unlimited  rates,  the  rate  for  extension 
stations  is  $12,  not  $6,  and  that  rate  is  more  nearly  a  correct 
rate  than  a  $6  rate  would  be,  in  an  unlimited  exchange. 

O.  Your  charge,  I  believe,  is  $48  a  year  for  extra  mile- 
age ? 

A.  It  varies.  It  depends  on  what  kind  of  mileage  it  is 
and  where  it  is.    W't  have  a  rate  of  $48  a  year  for  mileage. 

O.  How  much  does  copper  wire  cost  strung,  a  mile? 

A.  It  depends  on  where  it  is  strung  and  under  what  con- 
ditions it  is  strung  and  a  great  many  things.  I  would  not 
attempt  to  testify  as  to  what  it  costs  to  string  a  mile  of  copper 
wire.  ^ 

O.  You  would  not  say  it  was  over  '^7S,  would  you  ? 

A.  It  might  be — strung  wire? 

Q.  Under  average  conditions,  on  a  pole? 

A.  It  might  be.  It  might  be  put  up  for  less  than  that 
and  within  two  days  it  might  be  knocked  down  by  a  tree 
falling  over  it.  It  might  be  put  back  again  and  a  locomotive 
or  an  automol)ile  might  hit  one  of  the  poles  and  tear  it  down 
again. 

O.  Then  vou  fix  the  rates,  but,  as  a  matter  of  fact,  you 
arc  not  thoroughly  familiar  with  these  (|ucstions  as  to  these 
charges? 
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A.  I  will  let  you  exercise  your  own  judgment  as  to  that. 

O.  Arc  you  giving-  any  service  now  at  less  than  it  costs 
you  to  give  it,  in  any  community  in  Pennsylvania? 

A.  Do  you  want  to  know  how  much? 

Q.  I  want  you  to  answer  my  question. 
(Question  read) 

A.  Yes,  sir. 

O.  Do  you  expect  to  continue  to  give  that  service  at  a 
loss? 

A.  If  not  in  the  locality  where  it  exists  now,  in  some 
locality,  for  a  good  many  years  to  come. 

Q.  You  spoke  of  a  case  in  Baltimore  in  which  a  very 
large  number  of  calls  were  sent  over  one  line  at  a  very 
small  cost,  which  had  been  brought  before  the  Public  Service 
Commission  of  Maryland  and  had  been  discussed,  as  you 
said,  by  independent  engineers.  Do  you  know  that  the  case 
in  Baltimore  has  been  entirely  re-opened  and  that  there  is  a 
new  investigation  there,  based  on  the  lack  of  evidence  ad- 
duced in  that  case? 

A.  My  information  is  that  the  case  has  not  been  re- 
opened at  all.  but  that  there  is  a  new  case  on.  The  Com- 
mission, in  January,  1911,  fixed  the  rates  in  Baltimore  City 
for  a  period  of  three  years,  and  that  period  expires  next 
January.  My  information  is  that  in  October,  or  thereabouts, 
the  Commission  in  Maryland  will  begin  to  take  testimony  as 
"to  the  rates  in  Baltimore  City — in  the  State  of  Maryland — 
with  a  view  to  determining  whether  or  not  th-  ■|)rcsent  rates 
are  fair  and  proper,  aiid  if  not,  I  suppose  to  change  them. 

Mr.  M.arye  :  That  new  inquiry  is  for  the  entire  State 
of  Maryland. 

^Tr.  Sw.wze:  On  motion  of  the  Commission. 
The  Witness:  Inasmuch  as  the  question  is  asked  as  to 
that,  it  seems  proper  to  say  that  the  Commission  in  Mary- 
land, after  an  investigation  covering  a  period  of  sixteen 
months,  fixed  rates  for  Baltimore  City.  There  was  a  trade 
body  in  Baltimore  City  that  had  had  half  a  dozen  or  more 
telephones  in  its  rooms,  some  of  which  it  paid  for  at  un- 
limited service  rates,  and  some  of  which  it  did  not  pay  for  at 
all.    Those  lines  VNcre  used  very  extensively  by  the  members 
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of  that  trade  body.  The  Commission,  under  the  law,  found 
that  there  was  discrimination  in  those  unHmited  service  rates, 
Thjre  being  discrimination,  and  discrimination  1:)eing-  unlaw- 
ful, they  ordered  us  to  discontinue  it,  which  we  did.  That  was 
nearly  three  years  ago.  Since  then  those  subscribers  have 
taken  us  to  the  courts,  they  have  taken  us  to  the  Legislature, 
and  they  have  taken  us  back  to  the  Commission.  So  that, 
regardless  of  the  fact  that  the  Commission  made  its  order 
after  an  investigation  covering  some  sixteen  months,  we  have 
been  obliged,  since  the  day  the  order  was  made,  to  meet 
these  men — who  were  a  very  small  minority  in  Baltimore — 
in  the  courts,  in  the  Legislature  and  again  before  the  Com- 
mission. 

By  Commissioner  Johnson  : — • 

O.  You  have  had  a  good  deal  of  experience? 
A.  Yes,  sir,  I  have. 

By  Mr.  Marye  :— 

O.  In  answer  to  a  question  on  cross  examinaiion,  you 
stated  that  the  relations  of  the  Bell  operating  companies  to 
the  American  Telephone  and  Telegraph  Company  were  very 
close — in  fac*^.  just  as  close  as  you  could  make  tht-m? 

A.  Yes,  sir. 

O.  You  intimated  that  you  received  assistance  in  various 
ways  from  the  American  Telephone  and  Telegraph  Company. 
Would  you  kindly  state  l)riefly  to  this  Commission,  do  youi 
operating  companies  pay  the  American  Telephone  and  Tele- 
graph Compan}-  anything  for  such  assistance? 

A.  Yes,  sir. 

O.  What  do  you  pay  the  American  Tele])]i()ne  and  Tele- 
graph Company? 

A.  There  is  a  payment  made  on  the  gross  revenues  of 
the  Company,  after  certain  deductions  are  made,  anioimtino- 
to  4><%  on  the  gross. 

O.  Now  will  you  kindly,  and  as  brielly  as  \  on  can  with 
such  a  subject,  tell  the  Commission  exactlv  for  what  services 
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that  payment  is  made,  and  why  you,  as  an  operating  official, 
made  such  an  arrangement  with  the  American  Telephone 
and  Telegraph  Company?  First,  as  to  what  it  is  intended 
to  cover. 

A.  It  is  in  two  parts,  the  first  being  for  the  use  of  the 
instruments,  the  receiver  and  the  transmitter  and  the  coil, 
and  the  second  for  aids  and  services. 

O.  Does  your  company  own  the  transmitter,  receiver 
and  induction  coil? 

A.  No,  sir,  that  particular  equipment  is  owned  by  the 
.\merican  Telephone  and  Telegraph  Company,  and  is  fur- 
nished to  the  companies  everywhere  in  the  system  all  over 
the  country.  The  advantages  of  it  are,  first,  to  secure  that 
uniformity  in  design  and  manufacture  that  is  so  essential 
to  the  service ;  the  second  is  to  secure  a  freedom  of  move- 
ment as  the  changes  in  the  art  occur,  as  they  do.  For  in- 
stance, right  now  there  is  an  improvement  being  made  in 
the  receiver,  or  I  think  possibly  it  has  been  developed,  and 
is  being  put  into  service,  which  will  materially  increase  the 
transmission.  It  also  enables  us,  in  times  of  stress  and 
emergency,  to  secure,  without  vexatious  delay,  the  instru- 
ments that  may  be  needed.  It  renders  unnecessary  the 
housing  on  our  own  ground  of  great  stores  of  this  ecjuip- 
ment  in  various  parts  of  the  territory,  and  it  has  other  ad- 
vantages. 

Q.  Do  you  have  to  maintain  it  yourself? 

A.  Oh.  no.  If  a  telephone  is  knocked  off  a  desk  and  is 
l)roken.  it  goes  back  and  we  are  furnished  with  a  new  one. 

O.  In  other  words,  do  any  of  your  operating  companies 
have  any  tax  on  their  time  and  attention  in  connection  with 
the  instrument? 

A.  Neither  in  the  development  of  it,  nor  the  mainte- 
nance of  it.  nor  the  final  disposition  of  it. 

O.  ■\ou  do  not  pay  any  attention  to  the  instrument? 

A.  Pay  no  attention  to  it  whatever.  (3ne  telephone 
in  the  Bell  System  is  like  every  other  telephone.  It  is  not 
the  whim  of  an  engineer  in  Texas  in  one  case  and  the  whim 
of  an  engineer  in  Philadelphia  in  another  case. 
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O.  Therefore,  yon  are  able  to  direct  all  the  attention 
of  the  operating  officials  and  the  executives  and  the  officers 
and  all  the  employees,  to  the  other  features  of  your 
business  ? 

A.  Yes,  sir. 

O.  You  devote  none  of  your  attention  to  the  instrument 
itself,  you  are  relieved  absolutely  of  that? 

A.  Yes,  sir. 

O.  Xow  could  you  give  us  some  idea,  roughly,  of  what 
}ou  consider  would  be  a  fair  equivalent,  in  the  shape  of  an 
annual  payment,  for  just  what  the  American  Telephone  and 
Telegraph  Company  does  for  your  companies  for  the  instru- 
ment ? 

A.  I  think  it  takes  the  greater  part — more  than  rO"/^.  of 
the  total  payment  made  under  the  4^2%.  or  very  close  to 
50%  ;  a  little  over,  if  anything. 

O.  \Miat  is  your  basis  for  arriving  at  50%  ? 

A.  That  is  based  on  the  cost  of  the  instrument  to  the 
American  Telephone  and  Telegraph  Company,  and  in  that  I 
do  not  consider  alone  the  shop  cost  of  making  it.  but  all  the 
costs  involved  in  engineering  and  financing  and  experimenting 
and  testing  in  the  laboratories  and  in  the  offices,  before  those 
specifications  ever  go  to  the  manufacturer.  So  I  think  that, 
based  on  that  cost,  the  interest  and  the  depreciation  and  all  the 
other  charges  that  attach  to  an  investment  of  that  sort,  it  is 
worth  that  amount  of  money  to  us. 

O.  About  how  much  per  instrument,  per  station,  would 
it  be,  just  roughly? 

A.  I  should  say — including  all  of  these  engineering 
charges  ? 

O.  Yes. 

A.  I  do  not  know  that  I  should  attempt  to  estimate  it, 
because  the  figure  that  I  have  used,  and  the  figure  I  have 
heard  used,  has  been  merely  the  shop  cost,  and  what  the  cost 
in  experiments  and  things  of  that  sort  might  be  to  the  A.  T. 
&  T.  Company  I  do  not  know.  I  do  know,  as  everybody  else 
knows,  that  everv  experiment  is  not  a  success ;  that  experi- 
ments are  being  made  all  the  time,  not  only  in  our  business 
but  in  everv  other  business,  that  prove  failures,  but  which  are 
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made  ill  ^no'l  faith,  and  made  with  the  idea  of  improving- 
snmetliini;-.  'Jliat  is  a  proi)er  and  legitimate  charge  against 
the  instrument,  it  is  a  service  that  could  be  performed  for 
these  iieil  companies  in  no  other  way  except  through  that  cen- 
tralized organization.  So  that  I  feel  that  this  contract  that  we 
have  \vith  the  American  Telephone  and  Telegraph  Company- 
puts  into  our  system  our  life's  blood.  I  do  not  believe  that  we 
could  build  properties  and  operate  them  Vv'ithout  the  very  aids 
and  services  that  come  independent  of  those  instruments,  and 
that  come  throu2;'h  the  instruments.  The  instrument  itself,  as 
I  see  it,  does  not  begin  to  signify  what  there  is  behind  it,  and 
what  has  b.appened  behind  it. 

O.  You  have  said  that  this  payment  is  to  cover  the  use 
you  have  of  the  instrument.    Now  aside  from  the  instrument — 

A.  I'eyond  that  there  are  services  of  all  sorts.  There  is 
the  matter  of  policy.  There  is  the  question  of  legal  services, 
the  advice  that  we  get  from  the  engineering,  the  advice  that 
we  get  from  the  accounting,  the  services  that  are  performed 
aside  from  these  instruments  in  testing  out  new  circuits.  The 
A.  T.  &  T.  will  come  into  our  territory,  for  instance,  and  lease 
from  us  property  on  which  to  develop  certain  ideas.  They 
pay  us  for  the  property  while  they  use  it.  Once  they  have 
developed  it,  we  get  it — everybody  gets  it.  The  patents  which 
are  owned  by  the  American  Telephone  and  Telegraph  Com- 
pany are  many.  Some  of  the  basic  patents  have  expired — they 
have  not  all  expired,  and  there  are  others  of  later  date. 

O.  Do  you  have  any  tax  on  your  attention  in  regard  to 
patents  ? 

A.  None  whatever. 

Q.  Do  you  ever  have  to  bother  your  head  about  infring- 
ing anybody's  patent? 
A.  No,  sir. 

O.  If  you  ever  had  a  suit  about  a  patent,  w^ould   your 
company  have  to  defend  the  suit? 
A.  No,  sir. 

O.  The  American  Telephone  and  Telegraph  Company  as- 
sumes that  burden  ? 

A.  Always. 
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Q-    Is  that  of  value? 

A.  Of  tremendous  value.  It  would  be  impossible  for  the 
associated  companies  to  do  these  thing's  themselves. 

Q.  In  other  words,  in  a  general  way,  it  acts  as  the  clearing 
house  for  the  whole  Bell  Telephone  System? 

A.  Yes,  sir. 

Q.  Accumulates  information  and  distributes  it  to  the  vari- 
ous operating  companies? 

A.  Yes,  sir. 

O.  Take  the  engineering  side  and  amplify  that  a  little  bit. 
Docs  the  American  Company  maintain  an  Engineering  Depart- 
ment? 

A.  Yes,  sir. 

O.  A  scientific  laboratory  department? 

A.  Yes,  sir. 

O.  And  are  they  constantly  engaged  in  developing  prob- 
lems and  perfecting  suggestions? 

A.  Yes,  sir. 

O.  And  they  give  you  the  full  benefit  of  it? 

A.  Yes,  sir. 

Q.  Have  you  an  opinion  or  not  as  to  whether  your  engi- 
neering- departments,  of  your  various  operating  companies, 
could  run  their  business  without  the  assistance  of  the  Engi- 
neering Department  of  the  American  Telephone  and  Telegraph 
Company  ? 

A.  They  could  not,  no,  sir.  Further  than  that,  if  Mr. 
Hay  ward  developed  and  perfected  some  piece  of  equipment 
that  would  be  of  tremendous  value  in  reducing  expenses,  bring- 
ing about  economies  and  improving  the  service  for  The  Bell 
Telephone  Company  of  Pennsylvania,  the  Pacific  States  and  the 
mountain  States  and  the  Southern  Bell  Telephone  companies 
and  every  Bell  Telephone  company  in  the  Bell  System  would 
have  all  the  advantages  that  The  Bell  Telephone  Company  of 
Pennsylvania  would  have  from  Mr.  Hayward's  work. 

O.  Do  you  think  Mr.  Hayward  could  organize  a  depart- 
ment, or  that  you  could  afiford  to  pay  him  for  so  doing,  that 
would  be  capable  of  making  these  studies  and  experimentations, 
separate  from  the  American  Telephone  and  Telegraph  Com- 
pany ? 
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A.  No,  sir.  That  was  not  quite  what  I  had  in  mind,  but 
Mr.  llavward  would  liavc  an  idea  and  turn  that  idea  over — as 
no  doubt  he  has  done — to  the  Engineering-  Department  of  the 
American  Telephone  and  Telegraph  Company  to  develop,  that 
dcparlmcnt  being  organized  for  that  purpose. 

Bv  Commissioner  Johnson: — 

O.  Is  this  4/2%,  41^%  of  your  gross  receipts? 

A.  Yes,  sir. 

Q.  That  is  a  royalty,  is  it  ? 

A.  It  was,  in  the  early  days  of  the  business,  considered  a 
royalty,  and  was  so  figured,  as  a  royalty ;  but,  in  later  years,  it 
\  as  changed  and  very  greatly  reduced,  to  a  flat  payment  of  a 
given  per  cent,  on  the  gross  revenues,  and  that,  perhaps,  is  not 
without  precedent.  It  is  the  practice  of  other  companies  hold- 
ing relations  with  other  companies  similar  to  the  relations  that 
exist  between  the  American  Telephone  and  Telegraph  Company 
and  its  associated  companies. 

r.v  Mr.  Marye:— 

O.  Do  }0u  happen  to  have  in  mind  the  manner  in  which 
the  great  concern  of  Stone  &  \\'ebster  handle  their  proposi- 
tions ? 

A.  All  I  know  about  that  is  what  I  read  in  the  record  made 
in  this  case,  so  that  would  not  be  very  enlightening.  Take  the 
matter  of  finance:  in  my  personal  experience,  back  in  1904, 
sonie  ten  years  ago,  they  made  me  general  manager  of  the 
Chesapeake  &  Potomac  Telephone  Company,  operating  in  Bal- 
timore. Washington  and  Maryland.  The  Company  had  no 
property,  had  no  credit,  had  nothing  but  litigation  and  legisla- 
tion with  which  to  take  up  the  time  of  the  officials.  About  that 
time  the  Baltimore  fire  came  along  and  destroyed  what  little 
wc  had  in  the  City  of  Baltimore.  We  paid  no  dividends. 
From  1903  until  1908  no  dividend's  were  paid  on  that  stock. 
Xo  banks  in  that  community,  or  in  any  other  community,  would 
finance  that  company;  but  I  was  permitted  to  take  from  the 
American  Telephone  and  Telegraph  Company  from  time  to 
time  eight  million  dollars,  which  I  spent  in  building  telephone 
properties  in  the  District  of  Columbia  and  in  Maryland,  the 
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American  Telephone  and  Telegraph  Company  supplying  that 
money  at  a  rate  of  interest  of  5%.  Without  the  aid  of  the 
American  Telephone  and  Telegraph  Company  in  that  crisis, 
the  Chesapeake  &  Potomac  Telephone  Company  would  have 
ceased  to  do  business  in  that  territory.  It  could  not  have  been 
otherwise. 

O.  And  that  has  been  the  experience  of  others  beside 
yourself  ? 

A.  That  has  been  the  experience  everywhere.  These  great 
floods  of  last  year  in  the  ]\Iiddle  ^^"est  again  made  it  necessary 
for  the  American  Telephone  and  Telegraph  Company  to  come 
to  the  rescue. 

O.  You  have  that  company  to  whom  to  turn  in  cases  of 
emergency,  in  finance  and  everything  else? 

A.  Financing  and  everything  else.  It  makes  no  differ- 
ence what  is  required,  they  have  never  failed  us.  We  have 
taken  from  the  American  Telephone  and  Telegraph  Company 
that  which  we  were  compelled  to  have,  both  in  emergencies 
and  otherwise. 

Q.  As  an  operating  official  of  this  Eastern  Group  of  com- 
panies, would  you  recommend  to  the  Board  of  Directors  the 
continuance  of  that  relation  and  the  payment  of  that  percentage 
annually  to  the  American  Telephone  and  Telegraph  Company  ? 
A.  Absolutely. 

Q.  Your  Boards  of  Directors  of  your  companies  in  the 
State  of  Pennsylvania  are  directors  selected  by  the  American 
Telephone  and  Telegraph  Company? 

A.  Selected  by  the  stockholders,  but  the  American  Tele- 
phone and  Telegraph  Company  is  the  majority  stockholder, 
not  directly  but  indirectly.  The  New  York  Telephone  Com- 
pany is  the  largest  stockholder  in  the  Bell  Telephone  Company 
of  Pennsylvania,  and  the  Bell  Telephone  Company  of  Penn- 
sylvania owns  practically  the  entire  capital  stock  of  the  Cen- 
tral District  Telephone  Company. 

O.   So  that  the  American  Telephone  and  Telegraph  Com- 
pany has  the  power,  if  they  choose  to  exercise  it,  to  dictate 
the  election  of  your  directors? 
A.  Yes.  sir. 
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Q.  As  a  matter  of  fact,  have  they  any  officials  of  the 
American  Telephone  and  Telegraph  Company  in  the  directo- 
rate of  your  company? 

A.  In  the  directorate  of  the  Bell  Telephone  Company  of 
Pennsylvania  there  is  just  one,  in  a  board  of  fifteen. 

O.  A\ho  is  he ? 

A.  Mr.  U.  N.  Bethell,  who  is  senior  vice-president  of  the 
American  Telephone  and  Telegraph  Company. 

O.  How  many  other  operating  telephone  men  are  there 
of  that  fifteen  ? 

A.  I  will  take  them  as  I  find  them.  There  is  Mr.  Charle.s 
J.  Bell,  of  ^^'ashington,  D.  C,  who  is  president  of  the  Ameri- 
can Security  and  Trust  Company  there,  and  a  man  of  affairs 
in  \\'ashington.  There  is  Mr.  Thomas  E.  Cornish,  a  retired 
business  man  of  Philadelphia  and  first  president  of  the  Bell 
Telephone  Company  of  Philadelphia,  which  is  now  the  Bell 
Telephone  Company  of  Pennsylvania — the  man  who  started 
the  business  in  Philadelphia.  There  is  IMr.  James  J.  Donnell, 
who  is  chairman  of  the  Board  of  Directors  of  the  Fidelity 
Trust  Company  in  Pittsburgh.  There  is  Air.  Richard  M. 
Elliot,  who  is  head  of  a  brokerage  and  banking  firm  in  Phila- 
delphia. There  is  Air.  James  E.  Mitchell,  until  recently  the 
president  of  the  Ninth  National  Bank  in  Philadelphia.  I 
think  he  is  the  treasurer  of  the  Union  League  there.  He  is 
prominent  in  cotton  or  textiles.  He  was  the  first  treasurer 
of  the  Bell  Telephone  Company  of  Pennsylvania,  and  was  for 
many  years  its  president.  There  is  Mr.  Richard  O'Brien,  of 
Scranton,  who  was  a  military  telegrapher  in  the  Civil  War, 
working  with  Carnegie  and  Robert  Pitcairn,  and  who  is  a 
tlirector  in  banks  and  a  prominent  man  in  Scranton.  There  is 
Mr.  Allen  P.  Perley,  who  is  a  banker  and  merchant  in  \\W- 
liamsport.  There  is  Mr.  Francis  B.  Reeves,  who,  until  re- 
cently, was  the  president  of  the  Girard  National  Bank,  and  I 
think  is  now  chairman  of  the  Board,  in  Philadelphia.  He  is 
the  president  of  the  Clearing  House  Association  and  the 
president  of  the  Belt  Line  Railroad  there.  There  is  the  Hon. 
H.  A.  Richardson,  until  recently  a  Senator  in  Congress  from 
Delaware,  and  a  man  of  large  affairs  in  that  State.  There 
is  Mr.  W.  B.  Schiller,  who  is  the  president  of  the  National 
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Tube  Company  in  Pittsburgh,  and  a  man  interested  in  finan- 
cial institutions  and  other  institutions  there.  There  is  General 
Thomas  J.  Shryock,  of  Baltimore,  who  is  a  lumber  merchant, 
a  director  in  banks,  and  a  man  prominently  known  in  Balti- 
more. There  is  D.  Leet  Wilson,  of  Pittsburgh,  who  was 
president  at  one  time  of  the  Fort  Pitt  National  Bank,  and 
was  for  many  years  president  of  the  Central  District  Tele- 
phone Company  there.  There  is  ]\Ir.  A\'.  S.  Peirsol.  the 
secretary  and  treasurer  of  the  Company,  who  took  a  position 
in  the  Board  left  vacant  by  the  death  of  former  Senator 
Briggs,  of  New  Jersey,  who  died  less  than  a  year  ago  and 
J\Ir.  Peirsol  took  the  vacancy. 

Q.  He  is  the  treasurer  of  The  Bell  Telephone  Company 
of  Pennsylvania  and  also  the  Central  District  Telephone  Com- 
pany ? 

A.  Yes,  sir.  Those,  with  myself,  are  the  Board  of 
Directors. 

Q.  Have  those  gentlemen  been  on  the  directorate  of 
these  companies  for  a  period  of  years? 

A.  Yes.  a  great  many  years.  ^Ir.  Bell  has  been  on  this 
Board,  and  on  the  Board  of  the  Chesapeake  &  Potomac  and 
has  been  interested  in  telephone  matters  a  good  many  years. 
He  is  a  relative  of  Alexander  Graham  Bell.  Air.  Cornish 
was  the  man  who  put  the  first  telephone  in  service  in  Phila- 
delphia, and  naturally  he  has  been  in  touch  with  the  business. 
Mr.  Donnell  was  for  many  years  a  director  in  The  Central 
District  Telephone  Company,  before  he  came  to  the  Bell  of 
Pennsylvania.  Mr.  Mitchell  is  as  old  in  the  service  as  the 
service  is  old.  So  is  Islv.  O'Brien.  ]\Ir.  Perley  was  a  director 
in  the  Pennsylvania  Company  before  it  became  consolidated 
with  the  Bell  of  Pennsylvania.  Mr.  Reeves  has  for  a  great 
many  years  been  associated  in  the  business,  and  Senator 
Richardson  developed  a  company  down  in  Delaware,  which 
we  acquired,  and  he  came  to  us  with  that  property.  So  he 
has  been  in  the  business  for  a  long  time.  Air.  Schiller  and 
Air.  Wilson  have  been  directors  for  a  great  many  years,  an  1 
General  Shryock  was  on  the  Board  in  Baltimore  when  I  went 
down  there  ten  years  ago.  I  do  not  know  how  many  years  he 
had  before  that. 
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(  ).  And  those  gentlemen  have  all  these  years  been  ad- 
vised, of  course,  of  this  arrangement  with  the  American  Tele- 
]ihnne  and  Telegraph  Company? 

A.  Yes,  sir. 

(.).  And  they  have  given  their  hearty  endorsement  to  that 
arrangement? 

A.  Yes,  sir. 

O.  They  agree  with  yon  that  your  companies  could 
not  exist  without  it? 

A.  Yes,  sir.  I  think  that  relation  has  given  the  stabil- 
ity to  the  stock  that  has  made  it  possible  to  sell  it. 

Q.  Is  !\[r.  Candor  a  director  of  one  of  these  companies? 

A.  lie  is  a  director  in  The  Ceneral  District  Telephone 
Company.  This  is  the  Board  of  The  Bell  Telephone  Com- 
pany of  Pennsylvania  that  I  was  reading. 

r.v  Mk.  French  : — 

Q.  That  4>2%  used  to  be  larger  in  years  gone  by,  did 
it  not,  that  payment? 

A.  Yes,  sir. 

O.  \\hat  was  it? 

A.  I  have  not  the  figures  with  me.  I  do  not  recall  them 
to  mind. 

O.  What  was  the  percentage  of  the  gross  receipts 
which  The  liell  Telephone  Company  of  Pennsylvania  used 
to  pay  The  American  Telephone  and  Telegraph  Companv 
in  1903? 

A.  It  was  not  based  on  the  gross  receipts  until  the  per- 
centage became  fixed  at  4^^%.  That  is  the  only  per  cent. 
that  has  been  charged  on  the  gross  receipts. 

P.v  Mr.  M.xrve: — 

n.  Pri.ir  to  that  time  in  what  shape  was  the  payment 
made  ? 

A.  It  was  made  on  a  rate. 

O.  So  much  flat,  per  instrument? 

A.  Per  instrument,  ves. 
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O.  I  think  Mr.  Trax  possibly  testified  that  it  was  S14 
a  set,  something  of  the  sort? 

A.  Something  Hke  that. 

Mr.  Marye  :  Or  $20  a  set  less  a  discount,  which  made 
the  net  about  $14. 

Mr.  Trax  :     I  did  not  testify  as  to  the  exact  rate. 

iiv  Mr.  French  : — 

O.  The  American  Telephone  and  Telegraph  Company 
will  sell  its  instruments  to  other  independent  companies, 
will  it  not? 

A.   Xo.  sir. 

O.  Does  not  the  Western  Electric  Company  sell  ex- 
actly the  same  instruments  to  other  companies  than  the 
Bell  companies? 

A.  No,  sir. 

O.  You  spoke  several  times  of  the  shop  cost  of  the 
instrument.     What  is  the  shop  cost  of  the  instrument? 

A.  It  is  the  bare  cost  of  furnishing  the  materials  and 
turning  them  into  the  instrument. 

O.  \MTat  does  that  amount  to? 

A.  I  am  not  an  officer  of  the  Western  Electric  Com- 
pany, ^Ir.  French.     I  do  not  know. 

O.  You  are,  then,  not  able  to  furnish  the  cost  which 
you  say  is  one  of  the  principal  items  of  this  4>^%?  You  are 
not  able  to  furnish  the  cost  of  the  instrument? 

A.  Xo.  for  the  same  reason  that,  when  I  buy  a  suit  of 
clothes — to  use  your  simile — I  do  not  attempt  to  make  the 
tailor  tell  me  what  he  paid  for  the  thread  and  the  buttons  he 
put  into  it. 

O.  But  the  tailor  would  be  able  to  tell,  would  he  not? 

A.  I  do  not  know.     I  never  tested  him. 

O.  Do  you  know  that  this  4>4%,  which  is  paid  to  the 
American  Telephone  and  Telegraph  Company,  has  been  criti- 
cized very  extensively  of  late  by  engineers  of  standing? 

A.  X'^o,  sir. 

O.  You  do  not? 

A.  Xo. 
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Q.  Are  you  familiar  with  any  public  utility  commission 
that  has  struck  out  any  part  of  this  4>4%? 

A.  Not  familiar  with  it.  T  have  heard  there  was  one  out 
in  California  that  did  modify  it. 

Q.  Do  you  know  that  the  Commission  in  Maryland  was 
quite  iL;norant  of  this  4>/v%  when  it  made  its  last  decision? 

A.  The  answer  is  I  did  not  know  anything  of  the  sort, 
and  it  seems  incredible  to  me  now. 

Q.  In  that  case  was  there  not  an  exhibit  put  in  stating 
tliat  there  were  no  payments  for  patents  and  royalties? 

A.  In  that  case  the  auditor  for  the  Public  Service  Com- 
mission in  Maryland  came  into  our  accounting  room.  I  my- 
self saw  to  it  that  he  was  fully  equipped  with  everything  that 
he  needed,  that  every  book,  voucher  and  record  that  we  had 
in  the  place  was  turned  over  to  him,  that  all  the  assistance 
he  wanted  was  given  to  him,  and  he  made  a  report  on  those 
points  which  must  have  been  satisfactory  to  the  Commission. 
I  do  not  know.  I  am  not  in  the  confidence  of  the  Commission 
to  that  extent. 

Q.  You  do  not  know  that  the  engineer  himself  did  not 
know  it,  do  you? 

A.  What  engineer? 

Q.  The  engineer  of  the  Commission,  to  whom  you  gave 
all  this. 

A.  I  do  not  know  anything  about  it. 

O.  Even  if  this  4}^'%  charge  were  correct,  do  you  think 
it  is  proper  to  charge  it  to  operating  expenses,  and  not  charge 
a  part  of  it  to  construction  account?  You  stated  that  a  large 
part  of  it  were  services  which  were  rendered  The  Bell  Tele- 
phone Company  of  Pennsylvania  and  the  diiTerent  companies 
in  the  way  of  constructive  services,  inventing  patents  and 
different  things.  A\'hy  charge  that  to  operating  expenses? 
Does  not  that  properly  go  to  construction  account  ? 

A.  Regardless  of  the  way  I  may  feel  about  it,  the  ac- 
counting system  which  we  have  employed  was  one  that  was 
fixed  for  us  by  the  Interstate  Commerce  Commission. 

O.  You  mean  that  the  Interstate  Commerce  Commis- 
sion fixed  the  w^ay  that  you  must  account  for  that  4><^%? 

A.  The  Interstate  Commerce  Commission  has  fixed  an 
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accounting  routine  under  which  we  must  account  for  our 
earnings  under  27  sub-accounts  and  account  for  our  ex- 
penditures under  102  sub-accounts. 

"By  Mr.  Marye  :— 

O.  And  in  one  of  your  102  expense  items  appears  this 
item  ? 

A.  Appears  this  item,  yes,  sir. 

Q.  Did  you  turn  OYCr  to  the  Commission  in  INlaryland 
full  access  to  everything  you  had  in  your  offices  ? 

A.  Yes,  sir. 

O.  And  they  availed  themselves  of  their  right? 

A.  They  did,  yes,  sir. 


Mr.  Marye  :  If  the  Commission  please,  at  a  prior  hear- 
ing, a  request  was  made  by  one  of  the  Commissioners — 
I  think  Commissioner  Tone — that  we  file  in  this  case  a  list 
of  central  offices  established  by  these  Bell  companies  oper- 
ating in  the  State  of  Pennsylvania  for  the  last  five  years. 
I  have  such  a  statement  prepared,  which  will  give  a  list 
of  the  central  offices,  new  central  offices,  opened  by  these 
companies  in  the  State  of  Pennsylvania  since  January  1, 
1909,  which  we  can  file  as  an  exhibit. 

(Statement  filed  as  Exhibit  3-M.) 

At  the  same  time  a  request  was  made  that  we  furnish 
the  Commission  with  a  list  of  localities  to  which  Bell  service 
has  been  extended  since  January  1,  1909,  in  the  territory  in 
Pennsylvania — in  other  words,  into  new  territory.  I  have  that 
list,  which  I  will  file  as  Exhibit  5-M. 

At  the  last  hearing  Commissioner  Tone  asked  us  for  a 
peg  account  showing  the  number  of  local  messages  in  those 
exchanges  from  which  Mr.  Sylvan  showed  the  toll  traffic  at 
the  last  hearing— I  think  some  thirteen  exchanges.  We  file 
that  as  Exhibit  5-N. 

In  the  course  of  his  testimony,  Mr.  Paine,  while  on  the 
subject  of  working  capital,  I  think,  and  just  running  over 
roughly  the  items  that  had  to  be  covered  by  him  in  that  con- 
nection, mentioned  supplies  and  materials.  That  is  one  of  the 
things  he  included — not  that  he  put  it  in  his  set-up,  but  one 
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of  the  ihinfjs  he  inclucled  was  capital  required  for  purchasing 
supphes,  etc.  I  think  he  stated  that  his  recollection  was  some- 
whcrc  ill  the  neighborhood  of  five  million  and  some  hundred 
thousand  dollars  of  purchases  every  year  for  these  companies 
in  Pennsylvania,  and  Commissioner  Tone  asked  what  method 
was  adopted,  if  any,  for  apportioning  those  purchases  be- 
tween construction  and  expense.  We  said  that  we  would 
make  an  effort  to  apportion  that,  and  that  we  have  done,  for 
the  amount  of  material  set  up  in  the  exhibits,  and  also  for  the 
entire  purchases  throughout  one  year.  That  we  have  pre- 
pared and  will  file  as  Exhibit  5-0,  which  is  in  two  sheets. 

In  response  to  a  suggestion  of  Commissioner  Johnson, 
we  also  desire  to  file  at  this  time,  as  Exhibit  5-P,  three  con- 
tracts, as  follows: 

1.  Contract  for  retail  message  rate  and  flat  rate  service. 

2.  Contract  for  wholesale  message  rate  service. 

3.  Contract  for  hotel  private  branch  exchange  service. 
In  connection  with  the  exhibits  that  are  filed  here  and  this 

data,  of  course  any  of  the  witnesses  or  employees  of  the  com- 
panies are  subject  to  recall  to  the  stand  to  answer  any  question 
the  Commission  may  desire  to  put. 

Mr.  Swayze:  Subject  to  some  trivial  matters  that  may 
turn  up,  we  rest  the  case  on  the  part  of  The  Bell  Telephone 
Company  of  Pennsylvania  and  The  Central  District  Telephone 
Company. 


The  Chairman  (Commissioner  \A'allace)  :  It  is  under- 
stood that  this  case  will  be  postponed  until  early  in  September, 
the  date  to  be  arrived  at  by  the  Commission,  with  the  consent 
of  counsel. 


(Adjourned.) 
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